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Systematic, well-designed research provides the most effec­
tive approach to the solution of many problems facing high­
way administrators and engineers. Often, highway prob­
lems are of local interest and can best be studied by 
highway departments individually or in cooperation with 
their state universities and others. However, the accelerat­
ing growth of highway transportation develops increasingly 
complex problems of wide interest to highway authorities. 
These problems are best studied through a coordinated 
program of cooperative research. 
In recognition of these needs, the highway administrators 
of the American Association of State Highway and Trans­
portation Officials initiated in 1962 an objective national 
highway research program employing modern scientific 
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basis by funds from participating member states of the 
Association and it receives the ful l cooperation and support 
of the Federal Highway Administration, United States 
Department of Transportation. 
The Transportation Research Board of the National 
Research Council was requested by the Association to 
administer the research program because of the Board's 
recognized objectivity and understanding of modern 
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purpose as: it maintains an extensive committee structure 
from which authorities on any highway transportation 
subject may be drawn; it possesses avenues of communica­
tions and cooperation with federal, state, and local govern­
mental agencies, universities, and industry; its relationship 
to its parent organization, the National Academy of 
Sciences, a private, nonprofit institution, is an insurance of 
objectivity; it maintains a full-time research correlation 
staff of specialists in highway transportation matters to 
bring the findings of research directly to those who are in 
a position to use them. 
The program is developed on the basis of research needs 
identified by chief administrators of the highway and trans­
portation departments and by committees of AASHTO. 
Each year, specific areas of research needs to be included 
in the program are proposed to the Academy and the Board 
by the American Association of State Highway and Trans­
portation Officials. Research projects to fulfi l l these needs 
are defined by the Board, and qualified research agencies 
are selected from those that have submitted proposals. 
Administration and surveillance of research contracts are 
responsibilities of the Academy and its Transportation 
Research Board. 
The needs for highway research are many, and the National 
Cooperative Highway Research Program can make signifi­
cant contributions to the solution of highway transportation 
problems of mutual concern to many responsible groups. 
The program, however, is intended to complement rather 
than to substitute for or duplicate other highway research 
programs. 
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PREFACE There exists a vast storehouse of information relating to nearly every subject of 
concern to highway administrators and engineers. Much of it resulted from research 
and much from successful application of the engineermg ideas of men faced with 
problems in their day-to-day work. Because there has been a lack of systematic 
means for bringing such useful information together and making it available to the 
entire highway fraternity, the American Association of State Highway and Trans­
portation Officials has, through the mechanism of the National Cooperative Highway 
Research Program, authorized the Transportation Research Board to undertake a 
continuing project to search out and synthesize the useful knowledge from all pos­
sible sources and to prepare documented reports on current practices in the subject 
areas of concern. 

This synthesis series attempts to report on the various practices, making spe­
cific recommendations where appropriate but without the detailed directions usually 
found in handbooks or design manuals. Nonetheless, these documents can serve 
similar purposes, for each is a compendium of the best knowledge available on 
those measures found to be the most successful in resolving specific problems. The 
extent to which they are utilized in this fashion wUl quite logically be tempered by 
the breadth of the user's knowledge in the particular problem area. 

FOREWORD 
By Staff 

Transportation 
Research Board 

This synthesis will be of special interest and usefulness to transportation 
administrators, planners, legislators, and others concerned with transportation 
financing. Detailed information is presented on sources of revenue. 

Administrators, engineers, and researchers are faced continually with many 
highway problems on which much information already exists either in documented 
form or in terms of undocumented experience and practice. Unfortunately, this 
information often is fragmented, scattered, and unevaluated. As a consequence, 
full information on what has been learned about a problem frequently is not 
assembled in seeking a solution. Costly research findings may go unused, valuable 
experience may be overlooked, and due consideration may not be given to recom­
mended practices for solving or alleviating the problem. In an effort to correct this 
situation, a continuing NCHRP project, carried out by the Transportation Research 
Board as the research agency, has the objective of synthesizing and reporting on 
common highway problems. Syntheses from this endeavor constitute an NCHRP 
report series that collects and assembles the various forms of information into single 
concise documents pertaining to specific highway problems or sets of closely related 
problems. 

Transportation agencies have encountered severe problems in financing their 
programs during the 1970s. This report of the Transportation Research Board 



deals with the causes for the crisis in transportation financing and includes a review 
of both currently used methods of financing and potential sources of revenue. 

This synthesis was derived from a much larger work by Professor Richard M. 
Zettel of the University of California, Berkeley. Readers desiring a more detailed 
treatment of the subject may obtain a copy of the full report, "State Transportation 
Financing in the 1970s: Theory and Practice," from the Institute of Transportation 
Studies, University of California, Berkeley, C A 94720, at $12.50 per copy. 

To develop this synthesis in a comprehensive manner and to ensure inclusion 
of significant knowledge, the Board analyzed available information assembled from 
numerous sources, including a large number of state highway and transportation 
departments. A topic panel of experts in the subject area was established to guide 
the researchers in organizing and evaluatmg the collected data, and to review the 
final synthesis report. 

This synthesis is an immediately useful document that records practices that 
were acceptable within the limitations of the knowledge available at the time of its 
preparation. As the processes of advancement continue, new knowledge can be 
expected to be added to that now at hand. 
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STATE RESOURCES FOR FINANCING 
TRANSPORTATION PROGRAMS 

S U M M A R Y In recent years, the states have faced a crisis in the provision of transportation 
facilities and services. Some of the reasons for this crisis are: 

• A revenue base that is not responsive to inflation. 
• A relative slowdown in motor fuel consumption, the principal present source 

of revenue. 
• Soaring costs. 
• Greater sensitivity to social and political pressures. 
• Increasing demands for transportation facilities and services. 

Improvements in motor vehicle fuel efficiency and conversion to new energy 
sources will worsen the situation. 

One of the strengths of current transportation financing—the dedication of 
highway funds—has contributed to the difficulties many states are facing. Dedica­
tion has tended to isolate highway financing from the mainstream of policy making, 
shielding it from the attention of legislative bodies and preventing revenue prob­
lems from receiving early deliberation and action. 

User charges are employed widely by the states to defray highway costs. In 
recent years, this financing system has fallen prey to inflation, and states have 
looked more eagerly to other revenue sources. The discussion here identifies these 
potential revenues and their relative merits and demerits. 

The criteria for appraising the quality of a tax structure include: 
• Equitable distribution of the burden. 
• Minimal interference with economic decisions in otherwise efficient markets. 
• Efficient and nonarbitrary administration. 

A diverse state and local tax structure tends to minimize tax competition 
between jurisdictions. A combination of financing may be preferable to reliance 
completely on either general tax subsidy or total benefit financing. A judicious 
combination of the two methods might promote equity and minimize excess burden. 

An in-depth review of both user financing and general taxation has turned 
up no hidden revenue fountain to rescue states from difficulties in providing for 
transportation needs. On the positive side, no flaws were revealed in current 
methods of financing of such nature and magnitude that appropriate revenue levels 
cannot be achieved. Revenue issues pertain mainly to the distribution of the 
burden. What appears to be needed is an institutional framework that will facilitate 
timely adjustments in the revenue structure. 

The many issues involved in transportation financing are complex, and much 
pertinent information gathered for this synthesis could not be included. The 
material not included has been published by the University of California ( i ) , and 
readers desiring a more detailed discussion of this subject are referred thereto. 



C H A P T E R O N E 

INTRODUCTION 

It is widely believed that a crisis exists in the public fi­
nancing of transportation facilities and services and that it 
threatens to worsen considerably unless corrective measures 
are taken. Some causes of this mounting crisis are: 

• A state highway revenue base that is unresponsive to 
inflation and other cost pressures. 

• A relative slowdown in motor fuel consumption, the 
principal source of state transportation revenues, as energy 
conservation measures take effect. 

• Soaring expenses as a consequence of inflation, aggra­
vated by the nature of transport facilities costs. 

• Greater sensitivity to social and political pressures that 
tend to increase costs of facilities and services without pro­
viding compensating revenue, such as internalizing costs of 
noise and air pollution, designing to mitigate environmen­
tal degradation and undesirable land use patterns, and pro­
viding mobility to previously neglected groups such as the 
handicapped. 

• The public finance picture in general (seen in some 
quarters as a tax revolt). 

• Continuing increases in travel demands (outpacing in­
creases in fuel use), giving rise to persistent needs for trans­
portation facilities and services and enlarging cost-revenue 
imbalances. 

The problems affect all modes of transportation and all 
levels of government. This report emphasizes state financ­
ing although what may appear as state financing in one 
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A relative slowdown in motor fuel consumption has cut into 
anticipated transportation revenues. 

state may show up as local effort in another because of 
differences in fiscal practice. Moreover, the emphasis on 
state financing tends to focus on highway problems where 
states concentrate their efforts; nonetheless it serves a use­
ful purpose. Discussion of transportation financing in re­
cent years has been so preoccupied with urban problems 
that a large problem area and much conventional wisdom 
have been neglected. 

One fact of interest here is the increasing tendency to 
recognize highways as a "facility" rather than as a "mode." 
As a facility, highways can be seen as an essential com­
ponent of public mass transportation systems, both in ur­
ban and rural areas. States are less involved than local 
governments in transit and airport financing. While state 
contributions are significant in a few cases, the subject in­
volves research beyond that undertaken for this report. 

No attempt is made to quantify forecasts of state trans­
portation revenues due to lack of authoritative data and 
acceptable assumptions about the future energy situation. 
In any case, a national forecast would be of little use to 
any individual state, and estimates for individual states 
could not be done. 

As this study evolved, it appeared that a synthesis of 
present attitudes and current theories of transportation fi­
nancing would be useful in addition to a recital of recent 
trends and practices—the "whys" as well as the "whats." 
It also seemed advisable to incorporate perspectives of the 
taxpayer, the tax collector, agencies supplying transporta­
tion, and those concerned with overall fiscal policy. 

This report focuses on major fiscal problems that state 
governments must face in addressing transportation needs 
over the next decade or two. In order to identify and 
evaluate basic issues, it was deemed necessary to develop 
certain theoretical concepts. However, the report concen­
trates heavily on the actual financing of publicly provided 
transportation facilities and services, and makes only pass­
ing reference to use of taxation for nonfiscal purposes. 

FISCAL PERSPECTIVE 

At this point it may be good to place fiscal matters in 
perspective. It is advisable to examine current fiscal data 
aggregately for two reasons: first, to place state financing 
in the overall context of the federal system, and second, to 
relate highway financing generally and user charges spe­
cifically to total tax burdens. 

The U.S. Census Bureau reports that the total revenue 
of all governmental units in the United States was $573 bil­
lion in 1975-76. Tax revenue amounted to $358 billion, of 
which 56 percent was federal, 25 percent state, and 19 per­
cent local. [Motor fuel, motor vehicle fees, and drivers 
license fees are included as "general" taxes but not insur­
ance trust revenue (payroll taxes for social security and 



unemployment compensation); "general" expenditures in­
clude highway expenditures but exclude insurance trust 
fund payments.] For state and local governments together, 
motor vehicle-related taxes provided some 8.6 percent or 
$13.4 billion of the $157.5 billion collected. State govern­
ments collected 97 percent of the state and local motor 
taxes. 

Looking to the other side of the census data, we find 
that combined state and local expenditures amounted to 
$254 billion in 1975-76, considerably more than tax reve­
nues. The gap is filled mainly by federal-aid programs. Of 
the state and local total expenditures, $23.8 billion or 
9.4 percent was for highway purposes [$14.8 billion (62 per­
cent) by states and $9.0 billion (38 percent) by local gov­
ernments]. The differences in division of expenditures and 
user revenues reflect intergovernmental transfers of state 
motor taxes to local governments, some pass-through of 
federal aids, and some local taxes for roads and streets. 

This report concerns the revenue side of the fiscal equa­
tion, but it should be understood that decisions on the ex­
penditure side must ordinarily be settled before revenue 
questions can be dealt with rationally. 

GENERAL TAXATION AND TRANSPORTATION FINANCE 

Much has been written that purports to segregate trans­
portation finance from the finance of "general" functions 
of government, but the effort is never fully successful and 
often fails entirely. Even in the case where user charges are 
politically acceptable and can be relied upon extensively to 
meet publicly incurred costs of facilities and services, situa­
tions may be found in which some level of general tax sup­
port is at least worth considering. The relationship be­
tween bona fide user charges and general taxes bearing on 
transportation also needs understanding. 

In the first place, general tax support may be provided 
for all or some part of the cost of certain transport func­
tions. On the other hand, taxation of transportation for 
the support of the general government is socially and eco­
nomically sound in terms of equity and efficiency. And, 
finally, user financing has a legitimate place in the overall 
tax structure. User charges may be used to complement 
general taxes and vice versa. Their differences, particularly 
with respect to conceptual underpinnings, should be better 
understood. 

Taxes are compulsory exactions of government imposed 
on people, directly or indirectly, to achieve objectives es­
tablished by the governing powers. Our principal concern 
in this study is with the objective of financing a particular 
activity, namely transportation, rather than regulating it or 
controlling the demand for it. 

Formalizing these thoughts, it can be argued that cri­
teria for appraisal of the quality of a tax structure should 
include at least the following: 

• Distribution of the tax burden should be equitable; 
everyone should pay a "fair share." 

• Taxes should be chosen to minimize interference with 
economic decisions in otherwise efficient markets; they 
should be "neutral," minimizing so-called "excess burden." 

• The tax system should permit efficient and nonarbi-
trary administration at reasonably low costs for both payer 
and collector. 

Tax equity is a particularly troublesome subject. From 
time to time it is said that taxes should be imposed in ac­
cordance with ability to pay and benefits received. This 
suggestion of a dual standard, taken literally, often leads to 
a contradiction in terms, for a tax distributed according to 
ability to pay would often be inversely related to benefits 
and vice versa. A more reasonable interpretation is that 
certain taxes for certain purposes should be based on ability 
to pay, whereas in other circumstances, other taxes can and 
perhaps ought to be directly related to benefits received. 
And both may be equitable in the context of the total sys­
tem. Trade-offs may be warranted, and such trade-offs are 
likely to lead to diversity in the tax structure rather than 
reliance on a single source. 

The issues are much too complex to delve into here, but 
it is clear that some measure of personal equity might be 
traded for a reduction in excess burden (i.e., adverse effi­
ciency effects). A broadly based and diversified tax struc­
ture will tend to reduce excess burden. This could lead to 
quite a different tax structure than might be devised on 
equity grounds alone. 

Rather akin to excess burden is the possibility of ex­
cessive costs for administration and compliance with taxes 
intended to be equitable. The more one strives for equity, 
the more costly the tax is likely to be; whereas the more 
blunt the tax, the less equitable it may be. 

Again a tradeoff is required. Musgrave and Musgrave 
(2) sumarize it well in the following: 

. . . Since the economy itself is complex and the tax law 
must be tailored thereto, no single concept of tax base can 
be implemented to perfection. Moreover, an equitable tax 
system cannot be simple. An excessively complex tax 
structure, on the other hand, leads to lawful tax avoid­
ance (some taxpayers adapt their activities to minimize 
liabilities) as well as illegal evasion, which in turn under­
mines equity. Tax policy, therefore, is an art no less than 
a science; and equity is to be sought as a matter of degree, 
rather than an absolute norm (p. 223). 

A diverse state and local tax structure tends to minimize 
the consequences of any tax competition between jurisdic­
tions. States tend to distribute their burdens among retail 
sales, personal income, corporate income, selective excises, 
and a variety of special business taxes. One can easily 
imagine what might happen to any state that decided a 
simple personal income tax achieved optimum equity and 
should replace all other general taxes. 

One of the strengths of current transportation financing, 
the dedication of highway funds, now turns out to be par­
tially responsible for difficulties many states are facing. 
The dedication of highway funds has tended to isolate high­
way financing from the mainstream of policy making. As 
a rule, funds were continuously appropriated and little at­
tention was given to overall programs by legislative bodies. 
It is now clear that revenue problems should be flagged 
earlier so they may be resolved by due deliberation of re­
sponsible policy makers rather than being allowed to fester 
by neglect. An institutional framework is needed that will 



facilitate timely adjustments in the revenue structure to 
meet a volatile situation in the decades ahead. Changes, 
especially in legislative practices, may be required in most 
of the states to deal effectively with transport finance issues 
as they emerge. 

The discussion here should help identify potential reve­
nues and their relative merits and demerits, as well as cut 
through other controversial issues in formulating a rational 
and workable fiscal program. Moreover, if a serious fi­
nancial problem exists, the analysis should help explain how 
it may have come about and how it might be avoided in 
the future. Finally, a better understanding of current fiscal 
practices and problems and how they might be affected by 
future events could lead to measures that would avert criti­
cal social or economic problems. 

BENEFIT TAXATION 

In recent decades, the feasibility and possible advantages 
of benefit taxation in carefully defined situations have come 
to be recognized. Where benefit taxes (user charges) are 
feasible, questions arise as to the advisability of using them. 
Arguments about equity frequently provide stumbling 
blocks, because a benefit tax will ordinarily be impersonal 
and geared to the cost of providing the service. A toll, a 
gas tax, a sewer charge, a college tuition fee, all violate the 
concept of ability-to-pay and are actually regressive as that 
term is usually understood in tax circles. But equity is only 
one of the relevant considerations in framing the tax sys­
tem. Benefit taxation can add diversity to the structure, 
reduce the excess burden of taxes, and release scarce re­
sources for activities having access to nothing but general 
tax financing. 

Moreover, when in fact benefits are measurable, quite a 
different concept of equity may be advanced. Analogy may 
be made to the private sector. Prices are willingly paid for 
goods and services, and the purchaser obtains value re­

ceived. Benefit taxes and user charges are similar in na­
ture; the payer receives a measurable benefit either equiva­
lent to or more than the payment. Equals are treated 
equally—two who use the same amount pay the same; but 
unequals are treated unequally—one who uses twice as 
much as another pays twice as much. I f prices charged in 
the private sector are equitable even though impersonal, so 
too are properly designed benefit taxes or user charges 
imposed in the public sector. 

The question of user vs. nonuser responsibility for the 
financial support of transportation facilities has long been 
controversial, and a definitive answer continues to elude 
analysts. In some circles it will be argued that provision of 
transport facilities and services by government is not essen­
tially different from the provision of other goods and ser­
vices, in which case fiscal principles applicable to public 
functions generally are equally applicable to publicly pro­
vided transportation. 

The opposite view, sometimes called the commercial or 
public utility concept, sees transportation as something 
rather special. Transportation constitutes something like 
one-fifth of our total economic effort, and nine-tenths of it 
is provided through the private sector. The wherewithal to 
supply the private sector components of the transportation 
system is provided by prices or charges paid by users. Ad­
vocates of user finance argue that the 10 percent or so of 
transport cost incurred by government should, as a gen­
eral rule, be similarly defrayed through fees, tolls, fares, or 
other direct prices, and, where this is not possible, through 
"benefit taxes" (or charges) in the nature of prices that 
have an intentional relationship to the costs incurred. 

Somewhere between the extremes a position is needed 
that treats provision of transport system components nei­
ther as purely an enterprise nor as purely a public service. 
Actually, public policy in the United States has for several 
decades leaned toward the side that public transport ser­
vices can be priced primarily through user charges, fares, 
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Tolls are one form of benefit taxation. 



General tax support of urban mass transit and rail passenger services is increasing, though user charges still support a significant 
portion of the program. 

or tolls, but that some general tax support may be war­
ranted. The trend has been toward increased user financing 
of highway and air facilities. For state highway financing, 
general funding has all but disappeared (3.2 percent of total 
receipts for the nation as a whole). On the other hand, for 
the last two decades or so, tax support for urban mass 
transit and rail passenger services has been growing at a 
furious pace. 

Among specialists in public finance, it seems fair to say 
that a consensus supports user financing and would segre­
gate this financing from other public finances in the ab­
sence of overriding social or environmental considerations 
to the contrary. A basic policy problem, of course, is to 
reach consensus about what constitutes such overriding 
circumstances. 

One source of confusion involves semantics. I t is com­
mon to distinguish general taxpayers and transport users as 
two separate and distinct classes of people and set each off 
against the other. But virtually everyone is both a user of 
transport and a general taxpayer. Everyone bears the in­
cidence of both general taxes and user charges (either di­
rectly or after tax shifting has taken place). The crux of 
the matter is the distribution of this particular cost burden 
among individuals under the fiscal alternatives. 

User financing advocates suggest that fares or other direct prices 
should be used to defray transport costs. 



Retail sales taxes on automobile sales are frequently used for nonhighway purposes. 

For analytical purposes, it is necessary to distinguish 
rather ca ;fully between general taxes and user charges. 
By definition, general taxes are for any or all general pur­
poses of government. Again by definition, user charges are 
imposed for the use of specific facilities or services; they 
are impositions over and above the general tax obligations 
of those who pay them. In practice, the distinctions be­
tween general taxes and user taxes tend to blur, both con­
ceptually and administratively. A toll on a bridge, a fare 
for a transit ride, or a fee for landing at an airport are not 
generally confused with "taxes." But a tax collected at a 
pump is not so easily seen as a user charge; it is more 
remote and, in any case, has all the earmarks of a tax. 

Confusion is compounded because it is perfectly legiti­
mate to subject users of transport to general taxes as well 
as user charges. This is readily seen in such cases as an 
income tax on a trucking firm or a property tax on an auto­
mobile dealer's showroom or service facility. Even a re­
tail sales tax on automobile sales is not usually questioned 
although its proceeds are used for nonhighway purposes. 
But retail sales taxes on motor fuels, in the few cases in 
which they are imposed, are seen with a jaundiced eye. 

inasmuch as gasoline is already subject to a heavy excise 
tax. Similarly, there is much confusion between motor ve­
hicle registration taxes, special taxes in lieu of property 
taxes, titling taxes in lieu of retail sales taxes, and special 
tax collection procedures. 

There is no reason to provide exemptions from general 
taxes because user charges are imposed; in fact, it may be 
contended that when such exemptions are granted the user 
charge includes a general tax component. Moreover, it is 
not the fact that a particular imposition is dedicated or not 
that distinguishes between user charges and general taxes. 
In a few states, highway user charges are deposited in gen­
eral funds and appropriations are made therefrom for high­
way purposes. A portion of local property taxes is spe­
cifically dedicated to roads by a large number of local gov­
ernments. Should the latter be called a user charge? Or 
should the former (such as New York and New Jersey's 
gas taxes) not be recognized as user charges? 

These are not idle distinctions. The point is that criteria 
for determining burden distribution for the one set of taxes 
are altogether different from criteria for evaluation of the 
other. 



C H A P T E R T W O 

THE HIGHWAY USER TAX SYSTEM 

USER CHARGES 

User charges are widely used by the states to defray their 
highway costs and to assist local governments in meeting 
costs of roads and streets under their jurisdictions. Addi­
tionally, the federal government's grants-in-aid to states 
(with some required "pass throughs" to local governments) 
issue from a trust fund to which federal highway user 
charges are dedicated. 

For a half century or so this system proved highly suc­
cessful—critics might say too successful—in producing 
handsome revenues for highway purposes. The imposts 
have been productive, reliable, economical, and compara­
tively popular—and by their very nature lend themselves 
to dedication, which facilitates long-range planning and 
programming of capital improvements. In recent years, the 
financing systems, being based almost entirely on specific 
or unit taxes rather than ad valorem taxes, which respond 
to changing price levels, have fallen prey to inflation. Pro­
gram cost requirements have begun to outrun revenues in 
the absence of compensatory rate increases. Energy prob­
lems have also created anxieties. However, these setbacks 
are procedural rather than substantive, and they do not 
vitiate the underlying objectives of user financing. I f the 
objectives were valid in the past, current inflation and other 
recent problems, in and of themselves, should not invalidate 
them. 

User charges in the financing of highway activities tend 
to distribute burdens in proportion to benefits received 
(either directly or indirectly). They provide a rough mea­
sure of economic demand, because through their payments 
users indicate their ability and willingness to pay for fa­
cilities and services. The proceeds provide the wherewithal 
to meet the demand. User charges tend to curb waste, for 
use will not be made if gains are less than charges (and 
other costs). User charges promote public neutrality. They 
are intended to ofl'set subsidies that competing modes may 
not enjoy, thereby eliminating distortions in allocation of 
traffic and private investment. 

User financing is not without its practical problems. 
Nonetheless, with respect to highways at least, even those 
who criticize conventional user charges do not suggest they 
be abandoned. They would simply have user charges do 
more than at present. 

An early comprehensive review of the highway user tax 
system (3) published by the National Industrial Conference 
Board observed: 

It is generally believed that the burden to be borne by 
road-users can be more fairly distributed by means of a 
combination of the license and fuel taxes than by the use 
of either alone. When the motor vehicle and motor fuel 
taxes are compared and appraised from the standpoint of 
tax principles, it is found that either standing alone has 
certain advantages and weaknesses, but that when com-
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Fuel taxes are a conspicuous form of user charge and 
tend to distribute burdens in proportion to benefits 
received. 

bined and properly coordinated the two types of tax fur­
nish the most equitable method of distributing the motor 
vehicle tax burden that has been devised. A license tax 
graduated according to the extra cost incurred in supply­
ing road service to a given class of vehicles supplements 
the motor fuel tax, which more accurately measures the 
amount of use of the roads, (pp. 194-195) 

That simple statement of almost fifty years ago can hardly 
be improved upon as a basic explanation of modern user 
tax theory and practice. 

Each state, and the federal government as well, imposes 
charges intended to complement fuel taxes. However, the 
revenue significance of these charges is not widely recog­
nized. A recent study by the State of Washington showed 
that fuel taxes supplied less than 60 percent of total revenue 
for the nation as a whole in 1977. The weighted average 
state fuel tax rate was about 7.8 cents per gallon, but to 
raise all revenues using fuel taxes alone would require a 
weighted average fuel tax of 13.2 cents. Twenty states and 
the District of Columbia would have had to impose fuel 
taxes in excess of 14 cents in order to derive an equivalent 
of their total user revenues from fuel taxes alone. Dela-



ware, which had an 11-cent-per-gallon fuel tax, would have 
needed a 24-cent tax rate to derive its total user revenues 
from fuel taxes. These data are indicative of the substan­
tial contributions over and above the gas tax that users 
make for the support of highways. 

User financing is ordinarily justified in terms of benefits 
that accrue to users of public facilities and services, but 
there is another side to the equation. Costs are incurred 
by government in providing the facilities and services, and 
these are defrayed by user charges. Thus, an expenditure-
revenue relationship is established. Any particular class of 
users should not be expected to pay for costs that provide 
no benefits to them; nor should any user be charged 
amounts that exceed the value of benefits derived. Users 
may legitimately be charged for their benefits only to the 
extent that the charges are necessary to defray costs. 

If the full spectrum of costs that comprises the user tax 
burden is examined, it will be found that some costs are 
directly related to the individual vehicle or the individual 
driver. These can be segregated from other costs and re­
covered through specific fees. Examples are motor vehicle 
registration and driver licensing fees. 
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Driver licensing allows the recovery of certain costs through 
specific fees assigned the individual driver for the privilege of 
driving motor vehicles. 

These concepts are simple enough, but in practice such 
fees tend, over time, to get out of line from the costs with 
which they should be related, particularly during periods of 
inflation. This situation is frequently camouflaged by insti­
tutional procedures. Fees intended to meet specific service 
costs lose their identity by being lumped into highway user 
taxes the administering agencies (usually, motor vehicle 
departments) are also required to collect. Administrative 
expenses are related to the total revenues, and appropria­
tions to meet them are typically made "off the top," with 
the result that the "surplus" of taxes planned for direct 
highway support is gradually but quite unintentionally 
eroded. States would be well advised to review more fre­
quently the relationship between revenues and expenses 

wherever it is intended that specific fees cover designated 
costs. 

Beyond the classical fees, it may be decided that some 
level of assessment should be imposed without regard to 
amount of use as a kind of standby charge for availability 
of the highway plant. This fee is usually allocated on a 
per vehicle basis, and analogy is often made to the basic 
charge imposed on telephone service. However, no infor­
mation of a technical nature has been found to suggest how 
an appropriate standby charge might be determined. Thus, 
a political, value-laden determination is probably neces­
sary, which is likely to result in low standby charges (if any 
are imposed at all) because of the perceived inequity of 
charges unrelated to actual use and concomitant benefit. 

HIGHWAY COST ALLOCATION 

In any case, the bulk of the highway user tax burden will 
be assigned by some method of highway cost allocation. 
Because volume of travel is a major factor in highway im­
provement costs and maintenance and operation expendi­
tures, relative use of the highway plant appears a logical 
measure for apportionment of highway costs among ve­
hicles. I f all vehicles were of the same size and operating 
characteristics, with virtually identical service requirements, 
a cost allocation on the basis of vehicle miles alone would 
be satisfactory. The vehicle mile would be rather like the 
kilowatt-hour used in electricity pricing. Then, if it also 
followed that motor fuel consumption was practically the 
same for every vehicle, a tax on motor fuel imposed at the 
pump would recover the amount of user charge for which 
each vehicle was responsible on the basis of relative vehicle 
miles. The gas pump would be a meter of highway use not 
unlike the meters used by utilities in ascertaining kilowatt-
hours of use. 

But the highway system accommodates a vast variety of 
vehicles serving a multiplicity of uses. Moreover, differ­
ences among vehicles occasion substantial differences in 
highway costs, which should be accounted for in the cost 
allocation process. In an earlier day, it was argued that 
heavier vehicles caused great highway wear and tear. To­
day, highway design practices contemplate the various uses 
to be made of each segment of the highway plant, but these 
very practices may incur separable costs for service to cer­
tain classes of users. For example, highways may be 
thickened to prevent damage by the heavier vehicles, or 
capacity (extra lanes) may be added to accommodate peak-
hour users (often commuters). 

However, the matter is not simple, even in theory. One 
cannot add 2 in. (50 mm) to a 10-in. (250-mm) pavement 
unless the 10 in. are already there (or provided for in de­
sign). One cannot add "extra lanes" unless lanes already 
exist. Surely, users also have responsibility for these "ini­
tial" costs, as well as for the added costs for which they 
alone are responsible. In short, one has to deal not only 
with the truly separable costs but with the costs of all other 
increments, costs that will be common to more than one 
class of vehicles. 

Notwithstanding road tests and other research, consider­
able dispute remains among engineers and others regarding 
the separability of those costs that may relate to character-



// all vehicles were of the same size and operating characteristics, a cost allocation on the basis of vehicle miles alone would be 
satisfactory. 

istics of vehicle classes (such as weight, size, and operating 
speeds). As one example, public vehicles for highway 
maintenance and emergency services have an impact on 
highway design, resulting in higher pavement costs than 
would be required for small vehicles alone. Soil conditions, 
weather, and many other physical factors in no way related 
to use of facilities also affect costs. However, available evi­
dence is highly persuasive that sizable fractions of highway 
costs are directly and solely attributable to the weights, 
sizes, and frequency of operations of the larger private 
vehicles in the traffic flow. ^ 

Fuel consumption does measure relative use reasonably 
well fo r vehicles wi th in the same class; thus wi th in classes, 
equity and neutrality are honored. Moreover, fue l con­
sumption increases wi th vehicle size, so that a tax upon it 

does exact progressively larger payments per vehicle mile 
as vehicle size increases. Therefore, fuel taxation standing 
alone w i l l recover much of the cost responsibility of all 
classes of vehicles. However, studies of highway taxation 
invariably find that cost responsibilities per unit of use rise 
more rapidly than fue l consumption; hence, the motor fuels 
tax must be supplemented by other user charges i f the 
assigned cost responsibilities are to be recovered. 

A l l states, and the federal government as well , comple­
ment the fue l tax wi th special taxes on heavy vehicles. The 
deficiency in motor fuels taxation may be converted either 
to a tax per vehicle or a tax per vehicle mile (by dividing 
the cost responsibility that is not compensated f o r by fuels 
taxation by either total number of vehicles in the class or 
total vehicle miles operated by the class). 



10 

C H A P T E R T H R E E 

INDIVIDUAL HIGHWAY USER CHARGES 

For purposes of discussion, the states' highway user tax 
systems are divided into three broad areas: (a) vehicle 
registration and miscellaneous fees; (b) motor fuels taxes; 
and (c) heavy vehicles taxes. 

VEHICLE REGISTRATION AND MISCELUNEOUS FEES 

The U.S. Census Bureau (4) defines motor vehicle taxes 
as follows: 

License taxes imposed on owners or operators of motor 
vehicles for the right to use public highways, including 
charges for title registration, inspection of vehicles, and 
vehicle mileage and weight taxes on motor carriers. Ex­
cludes taxes on the business of motor transport and prop­
erty taxes or sales and gross receipts taxes relating to 
motor vehicles (p. 37). 

Under motor vehicle operators, the Bureau includes, " L i ­
censing for the privilege of driving motor vehicles, includ­
ing both private and commercial licenses." 

The motor vehicle tax (often called a registration fee) 
is associated wi th motor vehicle licensing. A single charge 
may be imposed, which is made up of several components, 
conceptually separable but not specifically identified. The 
first component is designed to cover the specific cost of the 
registration process itself, which is intended basically for 
identification of the vehicle and protection of the regis­
trant's property, including proof (t i t le) of ownership. A 
second component, a tax in partial compensation of high­
way cost responsibilities, was included in most states si­
multaneously or soon after a user charge regime of high­
way financing was instituted. 

Motor vehicle taxes (often called registration fees) include a 
component in partial compensation of highway cost responsi­
bilities. 

Complexities of motor vehicle registration (and fees at­
tached thereto) preclude simple comparisons among the 
states. However, for passenger cars, 24 states have "flat 
fees"; 17 use some measure of weight; and 10 use some 
other basis, usually a combination of weight and age. Reg­
istration fees for a typical, medium-size passenger car (ex­
cluding property taxes) range f r o m $3 in Louisiana to $48 
in Oklahoma. Seven states had fees of less than $10 and 
8 had fees of $30 or more (the median fee was $15). 

Graduated weight taxes on heavier motor vehicles are 
also collected during vehicle registration. A few states have 
separate schedules for registration fees (sometimes called 
"plate" fees) and weight taxes. A l l registered vehicles are 
subject to the registration fees, and the weight fees are 
added thereto. For example, in California the owner of a 
truck would pay both a basic registration fee of $11 and 
a fee according to the vehicle's unladen weight. This 
scheme may have some' advantage equating registration 
costs and revenues. A large majority of states, however, 
have apparently decided that this refinement is unnecessary, 
and they simply meld registration and weight taxes together 
into a single schedule applicable to various categories of 
vehicles. 

The process of motor vehicle registration and the elabo­
rate record management involved is a costly endeavor that 
would appear out of line i f revenue collection were the only 
purpose. But the expenses incurred are directly associated 
with the services provided, and the benefits may far exceed 
the costs. Registration almost surely would be carried on 
whether or not highway revenues were included in the 
charges. The real incremental cost directly associated wi th 
collecting taxes fo r highway or any other purpose, in addi­
t ion to the fee imposed fo r registration itself, is probably 
insignificant. A n d it is doubtful that an increase in such 
taxes (or a reduction fo r that matter) would have any ma­
terial impact on costs incurred by the registrar of vehicles. 

Duties have, in fact, been added to motor vehicle ad­
ministration in connection wi th general tax administration 
as well as motor vehicle taxation, perhaps because the in­
cremental cost involved is thought to be negligible. A few 
states have taken advantage of existing motor vehicle ad­
ministration to assist in administration of retail sales taxes. 

One procedure is to check vehicles registered fo r the first 
time in the state to determine i f the retail sales tax (or the 
required use tax in lieu thereof) , i f applicable, has been 
paid. Another method is to impose a special excise or 
t i t l ing tax on first-time motor vehicle registrations, which 
is equivalent to, and a substitute for , the regular sales tax. 
Usually the taxes are used for general governmental pur­
poses, except that Maryland's t i t l ing tax appears to be 
dedicated to transportation. 

A second effort at coordinating motor vehicle adminis­
tration with general tax administration is found in the prop-
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erty tax area. I n 21 states, personal property taxes are im­
posed on motor vehicles in addition to registration or 
weight fees; in 14 of these, evidence of local personal 
property tax payment is a prerequisite to vehicle registra­
tion. I n seven other states, motor vehicles are not subject 
to conventional property taxes, but a tax " i n l ieu" of per­
sonal property taxes is collected by the state at the time of 
vehicle registration. The proceeds of these taxes are typi­
cally distributed to local governments to compensate for 
exemption of motor vehicles f r o m property taxes. I t seems 
highly unlikely that these particular kinds of revenue w i l l 
become a source of any substantial transportation funding 
in the foreseeable future. Quite probably they wi l l begin 
to shrivel away because of the movement to deemphasize 
property taxes in particular and l imi t government spending 
in general. 

MOTOR FUELS TAXATION 

The first "gas tax" for highways was enacted by Oregon 
in 1919. A direct correlation between highway use and 
highway costs as well as benefit to users was quickly and 
widely recognized. The tax proved popular and within 
10 years had spread to all states, New Y o r k being the last 
to join the fo ld . 

The genius of the tax on gasoline consumption was that 
it measured highway use rather well, and use indicated both 
benefits and needs. A tax imposed on the relatively few 
distributors of the state, but intended to be passed on to 
myriad users wi th their fuel purchases at the pump, proved 
easy and inexpensive to administer. I t also seemed painless 
f r o m the user's point of view, because the user was buying 
the total benefit of highway use every time the vehicle's 
tank was filled. Plus, revenues were being generated by 
out-of-state vehicles visiting or passing through the state. 
The fact that gas tax revenues could be generated by opera­
tions over the entire plant and accumulated to meet needs 
on specific facilities greatly facilitated the move of states to 
pay-as-you-go financing. 

F rom its inception, the tax was imposed on a unit basis. 
I t was a tax on gallonage at a specified number of cents per 
gallon. Gallons of fuel provided miles of use, and miles of 
use were the real object of taxation. Moreover, a gallon 
was a gallon throughout the state, but a tax based on price 
would vary f r o m place to place. The uni formi ty provided 
by the unit tax, therefore, appeared to be a virtue and 
quieted potential arguments of discriminatory treatment of 
equal users. Finally and fortuitously, because it was a spe­
cific tax, the gas tax provided a steady income despite the 
fact that gasoline prices actually declined fol lowing its i m ­
position. Proceeds f r o m an ad valorem tax would have 
paralleled the downward trend in the absence of rate 
increases. 

One unique feature of the traditional gasoline tax is that, 
being imposed upon the distributor and passed on, it 
catches in its web nonhighway users who were not intended 
to be taxed. But because at least 80 percent, and in most 
cases more than 90 percent, of gasoline is used in highway 
vehicles, it seemed easier to tax everyone and provide re­
funds for nonhighway uses rather than exempt nonhighway 

uses initially. Some states allow a tax credit on their 
income taxes in lieu of refunds. 

Investigation began to show that not all persons who used 
taxed fue l for nonhighway purposes applied for refunds. 
The concept of "unrefunded gas taxes" was advanced, 
and legislatures were persuaded to appropriate estimated 
amounts of such moneys for nonhighway purposes. Rather 
commonplace now are appropriations f o r airports (un­
refunded taxes of general aviators), marinas (unrefunded 
taxes of boaters), off-highway facilities (unrefunded taxes 
of trail bike and snowmobile users), and now, too, for 
agricultural services (unrefunded taxes of farmers) . 

Diesel Fuel Taxation 

A problem of serious consequence arose during the 1930s 
with the growth of diesel-powered trucks and buses. The 
tax and refund policy would not do, because, initially at 
least, the major use o f diesel fue l was f o r nonhighway pur­
poses. The opposite tack was taken: The highway user of 
diesel fuel , rather than the distributor, was made responsi­
ble for payment of a "use-fuel tax." Later a system was 
developed whereby retailers would be responsible fo r the 
tax on diesel fue l pumped into highway vehicles; however, 
large users, such as major trucking firms, continued to be 
responsible fo r self-assessment of use-fuel taxes when fuel 
was purchased in bulk. State authorities charged wi th col­
lecting the diesel fue l tax believe a considerable amount 
escapes taxation. 

Because a gallon of diesel fuel contains more units of 
energy (Btu's) than a gallon of gasoline and the diesel en­
gine is more efficient than the gasoline engine, a diesel 
vehicle w i l l derive considerably more highway use f r o m a 
gallon o f fuel than w i l l a gasoline-powered vehicle o f simi­
lar characteristics. For each mile of highway use, however, 
it w i l l be charged less i f both fuels are taxed at a common 
rate. 

Highway tax analysts have generally recommended diesel 
tax differentials, but only a handful o f states (Alabama, A r ­
kansas, Iowa, Kansas, Mississippi, New York , and Texas) 
have responded wi th differentials ranging f r o m one to two 
cents per gallon. There is considerable debate over the 
appropriate amount of differential, wi th estimates ranging 
f r o m one-third to 100 percent. About 10 years ago, the 
U.S. Bureau of Public Roads proposed a 75 percent differ­
ential in federal motor fue l taxes, but none was established. 

The practice of imposing differentials is diminishing, as 
are the differentials. I n 1960, two states had 50 percent 
differentials and two others had 40 percent compared wi th 
current highs of 25 percent in Kansas and New York . Ver­
mont does not tax diesel fue l but imposes a comparatively 
high weight tax in compensation for the exemption. Wyo­
ming has compensatory mileage taxes instead of a diesel 
tax. I n Oregon, vehicles subject to the weight-mile tax do 
not pay a tax on diesel fuel—vehicles that use gasoline have 
their weight-mile tax reduced as a credit fo r the fue l tax 
paid—and vehicles not subjected to the weight-mile tax, 
such as private autos, pay a diesel fue l tax. 

The principal arguments against equalization in the past 
have been: (a) I t attempts to equalize prices and therefore 
distorts resource allocation, and (b) i t imposes a penalty on 
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Because diesel fuel contains more energy than gasoline 
and the diesel engine is more efficient, a diesel vehicle 
derives more highway use per gallon and thus will be 
charged less per mile of highway use if both fuels are 
taxed at a common rate. 

efficiency and fuel conservation. The latter argument, in 
particular, would be extremely persuasive in these days of 
concern about energy shortages. I f equalization of the fue l 
tax burden has been politically unattractive under the unit 
tax, i t might be even more so under an ad valorem tax, 
which is one step further removed f r o m a miles-of-use 
concept. A t the same time, conversion of the present cents-
per-gallon un i fo rm rates to an ad valorem basis would only 
exacerbate the current situation because diesel prices are 
generally lower than gasoline prices. 

However, the issues wi th regard to diesel fue l may be­
come considerably more serious and more pervasive over 
the next decade or two as the vehicle mix changes. I t has 
been commonly assumed that fuel consumption rates were 
sufficiently un i fo rm among smaller vehicles (passenger cars 
and light ut i l i ty vehicles) fo r the gasoline tax to spread the 
user burden among such vehicles in a reasonably equitable 
manner. This view was bolstered by knowledge that the 
heavier vehicles within the group generally paid somewhat 
more, which seemed intuitively reasonable in terms of high­
way benefits and costs. 

Currently, however, the mix of lighter vehicles (minis, 
subcompacts, compacts, midsizes, full-sizes, luxury, vans, 
recreational vehicles, dual-purpose pickups, etc.) is chang­
ing rapidly. Moreover, new kinds of fuel (including in­
creasing use of diesel) may produce quite different unit 
rates of fue l consumption. Wi th in the next decade or two, 
the dispersion of fuel consumption rates f r o m any norm fo r 
the smaller vehicle class is likely to grow substantially. 
Then, too, a substantial growth in electric vehicles could 

play havoc wi th the motor fuels tax structure. N o t only 
would tax proceeds be adversely affected, but the burden 
would be distributed in an increasingly erratic and in ­
equitable way. Higher gasoline tax rates, whether specific 
or ad valorem, would only exacerbate the situation in the 
absence of satisfactory ways of imposing equivalent user 
taxes on alternative fuels and power sources. The concep­
tual problem is simple—find a new way to tax vehicle miles 
of comparable vehicles. This deserves substantial research 
effort. 

Gasoline Tax Rates 

Each penny of gasoline tax produces, on a nation-wide 
basis, more than one billion dollars in revenue. Currently, 
state gasoline tax rates range f r o m 5 cents to 12 cents per 
gallon. In 1977, 18 states had rates f r o m 9 to 11 cents; 
rates in 30 states were f r o m 7 to 8.5 cents; in three states, 
they were under 7 cents per gallon. The vast majority of 
states tax all motor vehicle fuels at the same rates. 

A major complaint about highway user taxes generally, 
and the gas tax particularly, is their failure to respond auto­
matically to inflation as do ad valorem taxes. The latter 
tend to meet rising costs because proceeds increase when 
the tax bases increase, even though rates remain unchanged. 
User taxes, being specific in nature, do not automatically 
provide increased revenues to meet rising costs; their bases 
are not responsive to inflation. Timely rate changes could 
resolve the matter, but legislatures have been quite reluc­
tant to increase any tax rates when treasuries are bulging 
wi th general revenues as a result of inflation. 

However, there may have been more activity than many 
people have noticed. The course o f gasoline tax rates over 
a 22-year period is indicated below. High, median, and 
low state rates for selected years were as follows: 

1956 1966 1977 
High 74 114 
Median 64 6.54 8(i 
Low 34 5.04 54 

During the period, only four states made no changes at all. 
A t the other extreme, Delaware increased its rate five times, 
and seven states made four changes. 

Over the 22-year period, the rate increases by number of 
states were as follows: 

None. 
1.04. 
2.04. . 
2.54. . 
3.04. . 

. .4 
.13 

.9 

.2 
. .7 

3.5C. 
4.04. 
4.54. 
5.04. 
6.04. 

.5 
6 

.1 

.2 

.2 

Thus there has been considerable activity; whether i t has 
been timely and sufficient is another matter. 

Thirty-seven states exempt gasoline (and diesel fue l less 
frequently) f r o m their general retail sales taxes. Reasons 
fo r the exemption are obscure, but probably the best ex­
planation is that the gasoline tax is seen, not as a user 
charge, but as an excise or selected sales tax (at a higher 
rate than typically applies to other commodities when put 
in ad valorem terms). Hence, to tax it under the general 
sales tax also is thought to involve unacceptable "double 
taxation." 
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The gas tax has proved popular with the states because it 
is easy and inexpensive to administer, but its failure to re­
spond automatically to inflation means it has not kept 
pace with rising costs. 

A less plausible explanation is that gasoline is exempted 
in order to reduce regressivity of the general sales tax. This 
notion might possibly explain the exemption of gasoline in 
17 states that exempt food as well, but it can hardly hold 
true fo r the 20 states that tax food but exempt gasoline. 
Of the eight states that include gasoline under their general 
sales taxes, four tax food as well . 

Where gasoline is taxed under the sales tax, the pro­
ceeds are recognized as general taxes and distributed in the 
same manner as other proceeds of such taxes. Specialists 
in public finance would applaud this practice. They might 
even argue that a general sales tax component is contained 
in the gasoline tax (by virtue of an unwarranted sales tax 
exemption) and that a portion of its proceeds should be 
transferred to the states' general funds. Before this would 
happen, efforts would probably be made to remove the ex­
emption of gasoline f r o m the retail sales tax; this would 
appear to be the more straightforward and feasible course 
of action. The more diff icult question involves the legiti­
macy of imposing a selective excise on motor fuel fo r gen­
eral purposes in addition to a user charge measured by fue l 
consumption fo r highway purposes. 

A California situation has confused many writers. Gaso­
line was included in the retail sales tax base in 1971. A t 
the same time, the state's general retail sales tax rate was 
reduced commensurately, and the local tax (which is col­
lected under contract by the state) was increased in like 
amount. The increased local general sales tax is earmarked 

f o r transportation, wi th transit having first call f o r the 
funds. Because of the politically inspired hocus pocus, i t 
has been widely but erroneously reported that the sales tax 
on gasoline is earmarked for transportation. 

HEAVY VEHICLE TAXATION 

I t is generally acknowledged that heavy vehicles occa­
sion additional highway cost, more than proportional to in­
creases in their motor fue l tax payments. Therefore, fue l 
taxes need to be supplemented i f equity and efficiency are 
to be served. Essentially, the choice is between a tax f o r 
use of the highways over some period of time or a tax pro­
portional to distance traveled. The former is the familiar 
weight fee, typically collected annually at the time of ve­
hicle registration. The latter is typically some variation of 
the controversial mileage tax graduated according to a des­
ignated measure of weight (often referred to pejoratively 
but erroneously as a "ton-mile" tax) . 

One problem common to either annual or mileage taxes 
is selection of the weight basis to be used for scaling them. 
The theoretical ideal is quite impossible. I t would measure 
actual weight imposed on the highway under all conditions 
—empty, loaded, ha l f - fu l l , etc.—and tax rates would vary 
under different load factors. N o wonder the states have 
opted fo r something more simple and stable. A large ma­
jor i ty o f states now use a measure called gross vehicle 
weight; a number continue to use empty (unladen) weight. 
Rated capacity (set by the manufacturers) was once a 
popular measure but became meaningless as the industry 
discovered that low ratings could mean low taxes even 
though vehicles were easily capable of carrying much more 
than their ratings. 

Declared empty weight requires lists of items that must 
be included and that may be excluded. I t requires specific 
body type descriptions to identify the vehicle, and i t re­
quires an updating system fo r vehicles undergoing modif i­
cations that add significantly to their unladen weight. 

Gross weight, i n contrast, is a numerical measure re­
quiring little or no interpretation. I t includes the entire 
weight imposed upon the highway—the vehicle, its equip­
ment, fuel , and payload. A l l i n all , gross weight provides 
a closer approximation to actual weight than does empty 
weight. Besides this, its simplicity in measurement and en­
forcement and its potential contribution to national uni­
fo rmi ty appear to be decisive merits. 

Related to weight definition is the question of vehicle 
combinations or "trains." Should each individual unit be 
taxed, or should the entire combination be considered a 
unit? When declared gross weight is used as the base, the 
latter is accomplished rather easily simply by ascribing to 
the power unit not only its own weight but the weight of 
all vehicles in any combination in which i t w i l l operate 
during the year. Typically, the power unit w i l l be regis­
tered at or near a maximum legal weight fo r an optimum 
arrangement of trailing units. When weights of units are 
combined in this manner, trailing units are usually regis­
tered and required to pay weight fees at fa i r ly modest 
levels. 

Part of the rationale for this approach is that trailing 
units do not operate on highways without attachment to a 
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power unit. The approach also appears to facilitate inter­
change of trailers among carriers through leasing or other 
arrangements. Forty states register and tax the combina­
tion. Three permit an option whereby vehicles may be 
registered individually or as combinations, and eight require 
registration and taxation of the individual units. 

Although the weight base issue is common to both, the 
choice between annual taxation and mileage taxation in ­
volves a more fundamental issue—that of burden distribu­
tion. I n principle, the total burden to be distributed would 
be the same. That burden would be divided either by the 
number of vehicles in each class to derive a per vehicle 
annual tax or by the number of vehicle miles traveled by 
that class of vehicles to derive a per vehicle-mile tax. The 
average vehicle in the class w i th respect to both weight and 
mileage would pay precisely the same amount under either 
tax scheme. 

Differences in the tax burden arise because of the large 
dispersions f r o m the mean among the vehicle population in 
every class. Ranges f r o m 10,000 miles to 200,000 miles per 
year are not infrequent; ratios of 2 or 3 to 1 are not at all 
uncommon. 

Graduated Weight Fees 

I f tax liabilities varied accordingly, as they would under 
a mileage tax, cost responsibilities would be discharged in 
an equitable manner. But i f each vehicle of the class is to 
be charged the same amount o f annual tax, then the system 
is inequitable and discriminatory. Put another way, low 

mileage vehicles are overtaxed and high mileage vehicles 
are undertaxed, which is to say that a cross subsidy passes 
f r o m the one to the other. A point to be emphasized is that 
load repetitions, which mileage reflects, are often the cr i t i ­
cal factor in highway design and costs. 

I n order to ameliorate this situation, states sometimes re­
sort to vehicle classification. A large majori ty of states have 
reduced weight fees for f a rm vehicles because of their rela­
tively infrequent highway use. Some states impose heavier 
(or additional) weight taxes on common and contract mo­
tor carriers than on proprietary carriers, presumably be­
cause of higher average vehicle mileage by the former. 

Such efforts to mitigate inequities may take care o f the 
worst offenses but tend to open up a Pandora's box that 
legislatures may find difficult to contain. Annual weight 
taxes in general tend to be shaded down out of considera­
t ion f o r the low-mileage operators. The undertaxation (or 
subsidy) of the high-mileage operator is made all the 
greater. A t the same time, it becomes a matter of simple 
self-interest to the high mileage operators to do everything 
possible to keep states in the annual weight tax fo ld and 
prevent them f r o m experimenting wi th mileage taxation. 

I t is difficult to compare levels of weight fees among the 
states. Not only do weight bases and the treatment of com­
binations vary, but schedule graduations are very different 
f r o m state to state. State A may have a higher tax than B 
fo r a truck of a given size, but in a different fee bracket 
A's tax may be higher. Again, some states have taxes other 
than fue l and weight taxes (of ten called "third-structure" 
taxes) for which a reciprocal relationship may exist, f o r 
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example, high mileage taxes and comparatively low weight 
taxes or vice versa. 

The diversity of state approaches to weight taxes is given 
in Tables 1 and 2. State legislatures have obviously exer­
cised a great deal of discretion, probably because they have 
received comparatively little guidance f r o m technical ad­
visers. As one illustration, the Highway Cost Allocation 
Study completed by the Bureau of Public Roads in 1965 
had the fol lowing cost responsibilities for a specific com­
bination (5-axle, f u l l truck and trailer) under different 
methods of assignment: differential benefits, $103; incre­
mental, $655; cost funct ion, $944; gross ton-mile, $1,156. 
Similar variations were produced fo r other vehicle classes. 
I f exhaustive technical studies produce such results, i t is 
not surprising that there is much diversity among the states 
in taxation of heavy vehicles. 

Weight taxes pose a problem in regard to interstate op­
eration and taxation of vehicles. Reciprocity was designed 
to deal w i th this situation. States mutually agreed not to 
tax each other's vehicles i f they were properly registered 
and taxed in the base state. 

Elaborate rules have been established fo r determining the 
base state of each vehicle (i.e., the state in which i t is re­
quired to be registered and taxed). Such rules have refer­
ence to garaging, dispatching, controlling and/or maintain­
ing the vehicles; fo r larger fleets, they actually involved 
negotiation to allocate a certain number of vehicles to each 
state in which a significant volume of operation is antici­
pated. Some 15 states, mostly in the Southeast, are parties 
to a multistate reciprocal agreement, originally formed in 
1948, that goes to great pains to define base state. 

Some states, mostly in the West, have agreed to prorate 
weight taxes in proportion to mileage operated in each of 
the states that are parties to the agreement. States that have 
proration must still devise reciprocity arrangements for 
those who do not prorate, but they show no tendency to 
give up proration and the industry continues to support the 
concept. The system has now endured fo r more than 20 
years without sign of decay. But while proration provides 
a mechanical solution of one aspect of weight taxation, the 
underlying defects still remain and, in some cases, may be 
aggravated. 

Graduated Mileage Taxes 

Conceptually, graduated mileage taxation corrects fo r de­
fects of weight taxation in the easiest possible way. The 
taxes here being considered have a variety of names in the 
various state statutes, there being a general tendency to 
eschew the word "mileage" and to substitute a euphemism 
such as "highway use fee." The tax is applied in the f o l ­
lowing manner: For a vehicle combination of a given de­
clared gross weight, the operator records the mileage f o r 
the tax period, say a month, finds the appropriate rate on 
a tax schedule, fills in a fo rm, and sends in a check. 

There has to be a catch in any tax program that seems 
so simple and rational. I n this case i t is found in the great 
dispute over the administrative feasibility of such a pro­
gram under anything approaching acceptable public and 
private costs. On the one side, i t is suggested that an army 
of auditors, inspectors, and enforcers w i l l be needed to in -

TABLE 1 

WEIGHT TAXES A N D TYPICAL VEHICLES I N 
SELECTED STATES, 1973 (after 5) 

State 
14 K GVW 
Stake Truck 

72 K GVW 
Trac. Semi. 

Ratio 
HI/LO 

Missouri 51 1,008 19.8 

Tennessee 56 1,036 18.5 

Washington 47 763 17.2 

I l l inois 160 1.492 9.3 

Pennsylvania 80 560 7.0 

Florida 73 404 5.5 

TABLE 2 

H I G H W A Y USER TAXES ON 72,000 LB. GROSS 
WEIGHT, CONTRACT CARRIER, DIESEL VEHICLE 
FOR SELECTED STATES, BY TYPE OF TAX, 1973 
(after 5) 

Reg. & 
Weight Mileage Fuel Total 

Mileage-Tax 
States: 

Colorado $ 33 $ 2,661 $ 1,000 $ 3.694 
Idaho 103 3,364 - 0 - 3,467 
New Mexico 76 1,370 1,000 2.446 
New York 519 1,527 1,429 3.475 
Ohio 605 1,400 1,000 3,005 
Oregon 185 3,850 - 0 - 4,035 

Other High-
Tax States: 

I l l inois 1,492 1,071 2,563 
Iowa 1,260 - 1,143 2,403 
North Carolina 1,265 - 1,286 2,551 
Vermont 1,659 - — 1.659 

Low-Tax 
States: 

Del aware 
Florida 
Hawali 
Oklahoma 

383 
404 
389 
652 

1,143 
1.143 

714 
929 

1.526 
1.547 
1.103 
1.581 

sure tax honesty and hold evasion to tolerable levels. On 
the other side, i t is argued that a mountain of mileage and 
back-up data w i l l be required to establish tax liabilities. 

There can be no question but what a mileage tax im­
poses cost burdens more onerous to both government and 
taxpayer than would exist in a simpler wor ld of just fuel 
taxes and weight taxes collected wi th vehicle registration. 
The question is just how much that additional burden 
really is and whether i t might be wor th its costs in terms 
of greater equity and economic efficiency. 

As compared to an annual weight tax structure, a mile­
age tax system is favorable to low-mileage vehicles and 
taxes high-mileage vehicles proportionately more—an out­
come that appears equitable and efficient f r o m an economic 
point of view. However, i t has been suggested that mileage 
taxation undermines reciprocity arrangements because the 
state wi th mileage taxes gives up little or nothing while a 
state relying heavily on annual weight taxes gives up a great 
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deal. Where proration agreements prevail, the issue dis­
appears because each state collects appropriately according 
to respective use of its highways. 

I n practice, relatively few states impose comprehensive 
mileage taxes. Most of these have had such taxes fo r a 
quarter century or so, and they continue to produce sub­
stantial revenues, especially in Oregon, Colorado, Ohio, and 
New York . I n any comparison among states, however, cau­
tion is indicated; whether taxes in a state having mileage 

taxes are higher or lower than a state without such taxes 
depends on annual miles traveled by the vehicles in 
question. 

As we look to the future, fuels taxation may become less 
and less tolerable as a way of recovering highway costs be­
cause of new fue l consumption patterns, new types of fuel , 
and new power systems. Conceivably, mileage taxes, at 
least for heavy vehicles, might become a more acceptable 
as well as a more rational highway-user revenue source. 

C H A P T E R F O U R 

STATE TAX SYSTEMS 

I n 1975-76, total taxes by all levels of government in the 
U.S. amounted to $350 bil l ion, wi th the federal government 
being responsible fo r 56 percent and state and local govern­
ments responsible for 25 percent and 19 percent, respec­
tively. Of the $101 bi l l ion in taxes that state governments 
now collect annually, a substantial portion is expended for 
transportation purposes. 

State government tax proceeds fo r 1977 are shown in 
Table 3. The motor vehicle-related taxes increased only 
5 percent f r o m 1976 to 1977, but all other taxes increased 
14.6 percent over the same year. Income taxes were par­
ticularly responsive to inflation, wi th personal taxes in­
creasing 18.7 percent and corporate income taxes increas­
ing 26.3 percent over the year. Of particular interest fo r 
this report is the fact that the motor vehicle-related taxes 
constitute only 13.5 percent of total state taxes as compared 
wi th more than 22 percent 10 years earlier. 

The 1977 Census Bureau report (5) comments on cur­
rent state tax practices: 

In recent years, individual income taxes have increased in 
relative importance as state tax sources, while motor fuel 
sales taxes have decreased and general sales taxes have 
remained relatively stable . . . 

The predominance of one tax source over another varies 
considerably from state to state . . . However, the gen­
eral sales tax is still the primary revenue source in most 
states, accounting for more revenue than any other tax 
source in 32 of the 50 states, and in 26 of the 39 states 
which impose both a general sales tax and an individual 
income tax. The individual income tax is the primary 
source of tax revenue in 15 states, while the motor fuel 
tax is the primary source in New Hampshire, and sever­
ance taxes are the largest source in Louisiana. In Alaska, 
ad valorem taxation of oil and gas reserves has resulted 
in property taxes being the state's largest tax revenue 
source (p. 2) 

Together, the yield f r o m general sales, gross receipts, 
and individual income taxes accounted fo r more than half 
(55.8 percent) of all state revenue in fiscal 1977. 

The matter at issue is the possibility of using portions of 
general taxes f o r transportation purposes. These are well-
established taxes. They w i l l continue as components of 
state tax systems, or i f removed, i t would be fo r reasons 
having nothing to do wi th transportation. I n any case, the 
marginal cost of administration should be zero or close to 
i t . However, the specter o f tax competition among the 
states does impose serious constraints upon any one of 
them. On the other hand, the possibility exists that greater 
benefits wi l l derive f r o m additional taxes and tend to offset 
their adverse impact. Another mitigating factor is deducti­
bi l i ty o f almost all state taxes f r o m personal and business 
income in determining federal income tax liability. 

INDIVIDUAL INCOME TAXES 

Because i t is heavily used by the federal government and 
is imposed in 44 of the 50 states, the personal income tax 
is well understood by the public. State individual income 
tax rates are usually progressive; that is to say, they in­
crease as income increases. But because the brackets, rates 
of progression, exclusions, deductions, and credits vary so 
widely, it is not easy to compare burdens directly. How­
ever, highest marginal rates are found in Delaware 
( 1 9 . 8 % ) , New York ( 1 5 . 0 % ) , Minnesota ( 1 5 . 0 % ) , 
Alaska ( 1 4 . 5 % ) , and Iowa ( 1 3 . 5 % ) . 

Three states base state liabili ty on federal income tax 
liabil i ty: Nebraska ( 1 8 % ) , Rhode Island ( 1 7 % ) , and 
Vermont (25% plus 9% surtax). Five states have flat 
rate taxes of rather broad coverage (after provision for 
personal exemptions): Massachusetts ( 5 . 0 % ) , Michigan 
( 4 . 6 % ) , Illinois ( 2 . 5 % ) , Indiana ( 2 . 0 % ) , and Pennsyl­
vania ( 2 . 0 % ) . 

GENERAL SALES AND GROSS RECEIPTS TAXES 

Included in this category are taxes based on the volume 
or value of transfers of goods and services; upon gross 
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TABLE 3 
STATE GOVERNMENT T A X REVENUE, BY TYPE OF TAX, 1977 (6) 

Amounts 
(Millions of $) 

Percent Percent 
Change Distribution 

Per 
Capita 

Tax Source 1977 1976 '76 & '77 1977 1977 

Total Collections 101,026 89,256 13.2 100.0 $472 

Personal Income 25,453 21,448 18.7 25.2 119 

General Sales 30,870 27,333 12.9 30.6 144 

Selective Sales 12,394 11,398 8.7 12.2 58 
Alcoholic Beverage 2.125 2,057 2.1 
Tobacco Products 3,500 3,462 1.1 3.5 16 
Insurance 2,336 1,960 19.2 2.3 n 
Public Uti l i t ies 2,363 2.060 14.7 2.3 11 
Other 2,059 1.858 10.8 2.0 10 

Property 2,250 2,118 6.2 2.2 11 

Corporate Income 9,187 7,273 26.3 9.1 43 

Licenses 2,559 2,543 .6 2.5 12 
Corporations 1,041 i;i35 - ~ o 1.0 ~S 
Alcohol Beverage 177 154 14.6 .2 1 
Other 1,341 1,254 6.9 1.3 6 

Death and Gift 1,802 1,513 19.1 1.8 8 

Severance 2,168 2,029 6.9 2.1 10 

Miscellaneous 674 585 15.2 .7 3 

Motor Vehicle-Related 13.669 13,016 5.0 13.5 64 
Motor Fuels &.660 ~ o 9.0 T ? 
Motor Vehicle Licenses 4.236 4,046 4.7 4.2 20 
Motor Vehicle Operators 346 310 11.6 .3 2 

receipts or gross income; and related taxes based upon use, 
storage, production, importation, or consumption of goods. 
Such taxes are "general" when applicable, wi th only speci­
fied exceptions, to all types of goods and services or all 
gross income, whether at a single rate or at classified rates. 
A major feature of sales taxes is that "they are in rem 
rather than personal taxes. As such, they do not allow f o r 
the personal circumstances of consumers as does the indi­
vidual income tax wi th its exemptions, deductions and 
personal rates. . . " (2, p. 323) . 

The Census Bureau reports (1977) (6 ) that 45 states 
have taxes of this nature. Three of these—Indiana, Wash­
ington, and West Virginia—have separate gross income 
taxes at various rates in addition to general sales taxes. On 
the other side, five states have avoided general sales taxa­
tion altogether: Alaska, Delaware, Montana, New Hamp­
shire, and Oregon. 

Twenty-four states allow various local governments to 
impose supplemental local sales taxes that can be com­
bined wi th the state rate and collected by the state govern­
ment. For example, the state rate fo r New Y o r k is 4 per­
cent, but an additional 4 percent fo r New Y o r k City is 
collected by the state. I n California, the state rate is 
4 % percent, but w i th local taxes added, the combined rate 
is 6 percent in 55 of the state's counties and 6V2 percent 
in the other 3. State rates alone range f r o m 2 percent in 
Oklahoma to 7 percent in Connecticut, wi th a nationwide 
median of 4 percent. 

Sales taxes produced $31 bi l l ion in 1977, almost 31 per­
cent of total state taxes. Eight states (California, New 

York, Illinois, Texas, Pennsylvania, Florida, Michigan, and 
Washington) account for more than half the total. 

Sales taxes are generally regressive in that they bear more 
heavily on lower than higher income people; even so, they 
appear to be comparatively popular according to various 
polls—or at least this is the case when comparisons are 
made wi th local property taxes, on the one hand, and fed­
eral income taxes, on the other. Popularity may be due 
largely to the ease of payment, in driblets, as money is 
expended. 

General sales taxes also have comparative advantages 
over income taxes in terms of lesser adverse impacts on 
incentives, savings, and capital formation. For this reason, 
many authorities see virtue in a combination of personal 
income and general sales taxes. 

SELECTIVE SALES TAXES 

The Census Bureau (4) defines selective sales or gross 
receipts taxes as: " . . . taxes imposed on sales of particu­
lar commodities or services or gross receipts of particular 
businesses separately and apart f r o m the application of 
general sales and gross receipts taxes" (p. 37) . 

Because of their "selective" nature, such taxes are bound 
to impose a heavier "excess burden" than do more gen­
eral taxes. The introduction of a selective tax affects pr i ­
vate choices and distorts the market, thereby causing in ­
efficiencies. These inefficiencies must be weighed against 
whatever merits any particular excise may be thought to 
possess. F rom this, i t follows that the reasons fo r "select-



ing" a particular commodity or service or business for spe­
cial taxation (which some would call discrimination) should 
outweigh its disadvantages. 

Some level of support for selective taxes may be found 
in two areas. The first is pragmatic. As one example, a 
selective sales tax may be rationalized as a substitute for 
a direct user charge, which might be too costly to adminis­
ter. The motor fuel tax for highway purposes and an avia­
tion fuel tax for airport support are often seen in this light. 
In other cases, selective taxes may simply be imposed " in 
l ieu" of other general taxes that might be more difficult to 
apply to the activity in question. 

The other area of support fo r selective taxes involves 
economic regulation or control through tax devices. I n 
these cases, excess burden is intentional. The market is 
deliberately distorted as a matter of social preference. The 
leading example of this kind of policy is "sumptuary" taxa­
tion of tobacco products and alcoholic beverages, pre­
sumably justified on the ground that consumption of such 
products is either immoral or unhealthy, or both. 

Another use of regulatory taxes is to correct inefficiencies 
in resources use (as, fo r example, by internalizing social 
costs) or to exact compensation fo r such inefficiencies. 
Taxes on petroleum products in the interests of reducing 
air pollution or promoting energy conservation would be an 
example; another might be the imposition of special taxes 
on public utilities to provide reimbursement for monopoly 
privileges. 

Utilities subject to special taxes vary in the different 
states, but the most common method of taxation is on gross 
receipts, that is to say, the entire receipts without deduc­
tion fo r any expenditure or cost of service. Often the spe­
cial taxes on utilities are in addition to all other taxes, but 
they are sometimes in lieu of all property taxes or other 
license or privilege taxes. 

The most common f o r m of state tax on insurance com­
panies is the "gross premiums tax." This is similar to ex­
cise or privilege taxes, levied fo r the privilege of engaging 
in business in the state. I n many states, the gross premiums 
taxes are in lieu of other taxes except taxes on real prop­
erty. The tax rate is usually a fixed percentage of the tax­
able gross premiums, and in some states the rate is higher 
fo r foreign than fo r domestic companies. I t may also be 
lower i f a specified percentage of the assets of the company 
is invested in the state. 

A n in-depth evaluation of insurance company and public 
uti l i ty taxes is beyond the scope of this study. The other 
major selective taxes treated here are rather simple, how­
ever. They are indirect taxes clearly intended to be shifted 
forward. They are highly regressive and impose substantial 
excess burdens. But they are productive, easy and inexpen­
sive to administer, and not highly visible. Given additional 
health or moral connotations, such defects as regressivity 
and distortion of private choice are found to be tolerable 
i f not admirable by governments typically hard-pressed for 
funds. 

Selective sales and gross receipts taxes, exclusive of 
motor fue l taxes, produced $12.4 bil l ion fo r the states in 
1977. Seventy percent of this amount was raised in six 
states: New Y ork ($2.2 b i l l ion) , Texas ($1.7 b i l l i on ) . 

Pennsylvania ($1.5 b i l l i on ) , Washington ($1.2 b i l l ion) , 
Ohio ($1.1 b i l l ion) , and California ($.9 b i l l i on ) . 

CORPORATE NET INCOME TAXES 

Corporate profits taxes provide substantial revenues for 
the federal government, and they are also tapped by 46 
states. Competition among the states, however, holds down 
state proceeds to about one-fifth of federal tax collections. 

Nonetheless, the $9.2 bil l ion that the states collected 
f r o m this source provided a tidy 9 percent of total state tax 
revenues. I n Michigan and New Hampshire, state corpo­
rate profits taxes exceeded 16 percent of total state taxes. 
Three states produced over 40 percent of the total revenue 
f r o m this source: California ($1.64 b i l l ion ) . New Y or k 
($1.30 bil l ion) and Michigan ($.80 b i l l ion) . On the other 
hand, Nevada, Texas, Washington, and Wyoming manage 
to get along without this revenue source. 

Questions on incidence of the corporate income tax are 
highly controversial. Is the tax shifted forward to con­
sumers? Backward to labor? Is it borne by stockholders? 
Or is it divided among groups in proportions that vary f r o m 
business to business? Perhaps the very fact that incidence 
is unprovable gives the corporate income tax much of its 
political charm. But beyond this or in spite of i t , the case 
for diversity in the tax system may engender support for 
business taxes as one component of the total tax structure. 
Moreover, proponents may urge that taxes on business are 
convenient and certain, comparatively inexpensive to ad­
minister and to comply with , and tap revenue at a legiti­
mate point in the income stream in view of the general 
benefits and compatible environment that government af­
fords to private enterprise. 

Support fo r business taxation as a matter of principle, 
however, does not necessarily imply support fo r corporate 
profits taxes in their present f o rm . I f business is to be 
directly taxed at all, a substantial case can be made for 
taxation of all businesses, whether incorporated or not and 
profitable or not. 

A tax for this purpose given serious consideration in 
many circles is the value-added tax, whose final results are 
rather similar to a general retail sales tax but which taps 
business at strategic points in the production process wi th ­
out the pyramiding inherent in a transactions tax. Value-
added taxation, however, is a more likely candidate fo r the 
national government, in view of the states' propensities to 
avoid adverse competitive situations. For this reason also, 
i t seems unlikely that even the more traditional taxes on 
competitive business w i l l increase in relative importance in 
state tax structures. 

PROPERTY TAXES 

The Census Bureau (4) definition of property taxes is a 
useful introduction to this section: 

Taxes conditioned on ownership of property and mea­
sured by its value. Includes both general property taxes 
(i.e., relating to property as a whole, real and personal, 
tangible or intangible, whether taxed at a single rate or at 
classified rates), and special property taxes (i.e., on se­
lected types of property, such as motor vehicles or certain 
or all intangibles, subject to rates that are not directly 
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related to rates applying for general property taxation) 
(p. 38). 

A l l real property, wi th very limited exceptions, is taxable 
in all states and is the backbone of every property tax sys­
tem. Some tangible personal property is taxable in nearly 
every state, but intangible personal property, including 
shares of stock in domestic corporations, is generally 
exempt. 

In addition to special treatment of intangibles (and tangi­
ble personal property in many cases), exemptions are often 
accorded certain classes of real property, including schools, 
churches, cemeteries, libraries and the like. As a rule, pub­
lic uti l i ty properties, because of their complexity, are as­
sessed unitarily by a state agency, wi th the resulting valua­
tions distributed to the various local jurisdictions fo r 
imposition of taxes. Forest lands are often subjected to 
special methods in the interests of conservation. I n some 
states, " i n l ieu" taxes are imposed on certain classes of 
property such as motor vehicles. 

States have virtually abandoned general property taxa­
tion to their political subdivisions. This source now pro­
duces only about 2.2 percent of total state taxes. Thirteen 
states have no property tax revenues at all, whereas this 
source produces less than 1 percent of state tax revenues in 
an additional 13 states. I n relation to total tax revenues, 
property taxes, as reported by the Bureau of Census, pro­
duce substantial shares of state revenue in Alaska (52.9% ) , 
Washington ( 1 4 . 4 % ) , and Arizona ( 1 1 . 2 % ) . The largest 
amount is reported for California ($439 mi l l i on ) , but 
98 percent of this is derived f r o m the state's ad valorem 
tax on motor vehicles, which is collected at the time of 
registration. Ten states are responsible fo r 75 percent of 
the property tax revenue, and in these states about 20 per­
cent of the revenue could be classified as a general property 
tax, the remaining 80 percent being special property taxes 
of one kind or another. 

Property taxes continue to be of major significance to 
local governments, inasmuch as over 96 percent of all such 
taxes go to local governments ($54.7 bil l ion of $56.9 b i l ­
lion in 1975-76). Local governments derived 82 percent 
of their tax revenues f r o m this source; in 23 states the 
percentage was 90 percent or more. 

The property tax is the source most often suggested when 
nonuser support of highway or transit is proposed. But 
empirical as well as theoretical studies of its incidence in­
dicate that the property tax tends to be regressive, espe­
cially because a substantial f ract ion is paid by business and 
probably is shifted to consumers. A personal net worth tax 
with appropriate deductions or exemptions could be devised 
that would be progressive and conform to the ability-to-pay 
principle, but such a tax would hardly resemble the exist­
ing property tax. The outlook fo r extensive property tax 
rationalization is not auspicious, however; and the prospects 
for increased property tax support of transportation are 
even dimmer. 

SEVERANCE TAXES 

Severance taxes are imposed "distinctly on removal of 
natural products—e.g., oi l , gas, other minerals, timber, fish, 
etc.—from land or water and measured by value or quan­
tity of products removed or sold" (4, p. 38 ) . Severance 
taxes usually are held to be excise taxes rather than 
property taxes. 

This class of taxes produced $2.2 bil l ion fo r state gov­
ernments in 1977, a little over 2 percent of their total tax 
revenues. Five states produced more than 80 percent of 
the severance tax revenues. I n these states, the tax pro­
vided substantial shares of total taxes: Louisiana ( 2 9 % ) ; 
Texas ( 1 9 % ) ; New Mexico ( 1 7 % ) ; Oklahoma ( 1 7 % ) ; 
and Kentucky ( 7 % ) . 

Quite similar to the severance taxes on oi l , gas, coal, etc., 
but wi th a different purpose and rationale, are taxes im­
posed specifically to recover costs incurred by government 
in serving industries such as mines and forests. Roads as 
well as other infrastructure that would not otherwise have 
been supplied in the absence of such private activity would 
be prime candidates for such fiscal support. This might be 
regarded as a kind of "special assessment." More spe­
cifically, forest roads and special facilities to serve coal 
mines could be financed in this manner. I n economic 
terms, such facilities are intermediate goods whose costs 
should be included as components of the industry's total 
costs. Efficiency as well as equity would be served by such 
financing. 
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C H A P T E R F I V E 

FINDINGS AND SUGGESTIONS 

REVENUE SOURCES FOR SUPPORT OF 
TRANSPORTATION 

A n in-depth review of both user financing and general 
taxation has turned up no hidden revenue fountain to res­
cue states f r o m difliculties in providing f o r their transpor­
tation needs. On the positive side, however, the review 
revealed no flaws of such nature and magnitude that ap­
propriate levels of financing cannot be achieved wi th cur­
rent methods. The financing problem is not so much a 
matter of inadequate potential revenue sources as i t is a 
matter of definition and political acceptance of a specific 
expenditure program. 

Revenue issues pertain mainly to the distribution of the 
burden, not its size. As such, they are basically judgmen­
tal rather than technical and wi l l be resolved in the political 
arena. Yet as much as possible should be known about the 
potential consequences of the expenditure program i f rea­
son is to prevail in distribution of the burden. 

User Charges vs. General Taxes 

A n init ial issue to be resolved concerns distribution of 
the revenue burden between users and general taxpayers. 
Both equity and efficiency questions are involved, and nei­
ther set can be resolved wi th any precision. User financing 
of highways, already substantial, shows no signs of abating, 
and i t seems a safe prediction that the user share o f high­
way costs w i l l continue to increase even while the defini­
tion of highway costs expands. On the other hand, non-
user financing of transit has grown remarkably in the last 
decade or two, drawing heavily on general taxation and 
making inroads into highway funds; a reversal of these 
trends seems unlikely. 

I n the case of highways, users are the primary bene­
ficiaries, other benefits are largely incidental or the result 
of shifting, and adequate services are forthcoming wi th 
near-total user financing. There is substantial evidence of 
external costs (noise, smog, and the l ike) that adversely 
affect society and might well be included in costs assessed 
against users. I f , as a result, less transport is used, the 
result w i l l be salutary, and i f not, society w i l l be com­
pensated fo r the social costs inflicted upon i t . 

Precisely the opposite line is generally advanced fo r sub­
sidy to transit (i.e., nonuser financing). Transit subsidy 
represents a f o r m of income transfer to such groups as the 
poor and the handicapped. Beyond this, external benefits 
are perceived to stem f r o m provision of more transit ser­
vice than would be forthcoming i f fare-box revenues alone 
were the source of funding. These benefits could be in the 
f o r m of decreased social costs because of reduced motor 
vehicle use. Additionally, urban land use patterns might be 
improved (less urban sprawl, etc.) as a consequence of 
increased transit and decreased motor vehicle use. 

Farecards 
Eacfj passenger 5 and older must use a separate (arecard 

^ ^ S e e map for lares Mon-Fri 6-9:30am & 3-6:30pm 
Fsre 50c all other times 

Subsidies allow the provision of more transit service than 
would fare revenues alone. 

I n both the highway and transit cases, opinions differ 
regarding divisions of costs between users and others. I n 
fact, in either case, the f u l l range extends f r o m zero to 
100 percent. But in practice, transit is moving towards 
zero, while highways are edging upward toward 100 per­
cent user financing. 

User Charge Structure 

This report stresses the concept of structure, advancing 
the theses that (a) individual taxes should be designed to 
complement each other and (b ) i t is the combined burden 
of the taxes that should be judged in considering equity and 
efficiency. 

The purpose of the user financing structure is to pro­
mote economic efficiency as well as equity. The motor 
fuels tax (commonly, the "gas" tax) is the back-bone of 
the highway user tax structure because of its productivity, 
economy, and reliability, as well as basic equity in appor­
tioning costs according to benefits. Certainly no tax is per­
fect, and probably none is popular, but perhaps the gas tax 
ranks higher than any other on these scores. Even so, the 
states wisely supplement the gas tax wi th other revenue 
measures in f raming their user tax structures. 

On the one side, a variety of fees is imposed to meet costs 
of specific services, the most important of which is the 
motor vehicle registration fee (sometimes called license 
tax) . The latter may also include a component (more 
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than enough to defray ministerial costs of registration) re­
garded as a "readiness-to-serve" or standby charge simply 
for the availability of highway facilities. 

On the other side is some scheme of heavy vehicle taxa­
tion designed to make up fo r deficiencies of the motor fuel 
tax in distributing the highway cost burden. Although mo­
tor fuel consumption (and hence fuel tax payments) in­
creases with vehicle size and weight, the rate of progres­
sion is insufficient to meet separable costs occasioned by 
heavy vehicles or added benefits accruing to them. 

The vast majority of states translate tax responsibilities 
of heavy vehicles into a set of annual weight taxes. Weight 
taxes are fa i r ly easy to administer, but they tend to be 
shaded downward fo r benefit of lower mileage vehicles. I n 
any case, annual taxes fa i l to discriminate properly between 
lower and higher mileage vehicles within the same cate­
gory, inasmuch as the latter clearly accrue greater benefits 
and are responsible for higher costs. 

A number of states use annual weight taxes to a lesser 
extent and rely heavily upon vehicle mileage taxes grad­
uated according to weight, (of ten called "ton-mile" taxes). 
Such levies (unlike weight taxes) have the virtue of pro­
portioning burdens more in accord wi th costs and bene­
fits; they also tend to resolve interstate problems. How­
ever, they are anathema to the commercial vehicle 
industry. I t is argued that both administration and com­
pliance costs are unjustifiably high and that substantial tax 
evasion is inescapable. Yet states that now use such taxes 
as substantial providers of revenue have had them for years 
and show no disposition toward abandoning them. 

The point to be emphasized here is that each of the states 
has achieved some kind of balance in its user tax struc­
ture and has included in that structure individual taxes that 
it conceives to be administratively satisfactory. Changes 
may be warranted, but this is a matter fo r each individual 
state to consider in light of its own circumstances. 

General Tax Structure 

W i t h respect to general taxes, traditional analysis argues 
that the purpose of expenditures is irrelevant to burden 
distribution, based on the concept of pure public goods, 
which by definition are nonrival and nondiscrete, thus mak­
ing benefit apportionment impossible. Equity becomes a 
major consideration, and equity is found to be personal. 
Ability-to-pay, as measured by personal net income, be­
comes the principal criterion, and progression of rates as 
the income base increases is judged to enhance equity. 

But equity should not be the sole criterion. Other ob­
jectives are also to be considered, generally under the rubric 
of efficiency. Thus, excessive reliance on personal income 
taxation may result in unwanted "excess burden," spe­
cifically through distortion of work-leisure and saving-
expenditure tradeoffs. For this reason, among others, taxes 
other than personal income taxes become part of the total 
tax structure. 

Additionally, diversity tends to facilitate a workable 
scheme of intergovernmental fiscal relations. I t also mi t i ­
gates the bugaboo of states (and their subdivisions) that 
getting out of line on any single tax source may divert 
wanted investment and growth to other areas. 

Finally, benefits are not to be ignored entirely in devis­
ing the over-all tax structure, even i f they cannot be mea­
sured and priced wi th precision. I n fact, distribution of 
expenditures often mitigates any inequities (regressive ten­
dencies) of a diversified tax structure. I n any case, i t is 
the incidence of the total tax structure and the attendant 
expenditures, rather than the incidence of any individual 
tax, that is to be considered in evaluating the equity and 
efficiency of the total fiscal package. 

The factual review indicates that states have generally 
followed the course suggested here, i f only by happen­
stance. The principal revenue sources are personal income 
taxes and general sales taxes. Most states use both. The 
former is usually progressive; the latter is more or less re­
gressive. These sources are supplemented by selective sales 
taxes in all states. The more common and lucrative selec­
tive sales taxes are those on tobacco products and alcoholic 
beverages (justified somewhat hypocritically on sumptuary 
grounds), followed by gross revenue taxes on public ut i l i ­
ties and insurance companies (presumably because of 
unique features of these businesses and the privileges ac­
corded to them by the states). 

Next in breadth come corporate income taxes, the ra­
tionale of which is not very clear because incidence of the 
taxes is in doubt. But the notion, bizarre though it is, that 
businesses, apart from people, can and should share the tax 
burden apparently carries a great deal of political weight. 

Finally and understandably, states take advantage of any 
peculiar endowments they may possess, especially i f some 
export of the tax burden results. States wi th o i l and gas, 
minerals, or timber commonly exploit severance taxation; 
others find riches in special business situations or fortuitous 
circumstances of one k ind or another. 

L e f t out of the above reprise was any reference to prop­
erty taxation, which is usually advanced as the prime can­
didate whenever general tax support of transportation is 
proposed. The plain fact is that all but a few states have 
abandoned property taxation. What shows up in financial 
statistics are such things as taxes on motor vehicles con­
veniently collected in lieu of personal property taxes at the 
time of vehicle registration (and often returned to local 
governments) or such specialties as taxes on intangible 
property, private car companies, or designated utilities. I n 
any case, the general property tax usually has to be re­
garded as a local tax, much berated and allegedly abused, 
but important nonetheless. Even at its best, however, the 
property tax would not be a particularly suitable source fo r 
the support of transportation facilities and services. 

General Taxation and Transportation Finance 
The expenditure of nonuser funds fo r transportation is 

not and should not be dependent upon the composition of 
a state's general tax structure. By the same token, the ad­
vocate of nonuser funding fo r transportation has no ra­
tional basis fo r proposing any particular general tax as an 
appropriate source of funds. Indeed, the widespread prac­
tice of using "general f u n d " appropriations fo r nonuser 
support is to be applauded as a matter of principle. This 
allows tax system designers to balance the general tax 
structure as they see fit, avoiding pointless debate about 
destination of the revenues but taking f u l l account of mat-
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ters concerning tax competition, diversity, complementar­
ity, state-local comity, and the inevitable tradeoffs between 
equity and efficiency. 

This report does not presume to appraise general tax 
structures of individual states, nor wi l l i t propose a model 
system. However, the choice between general tax or user 
charge support fo r transportation in a given case may well 
rest on the over-all merit of the general tax structure. 

Regarding improvement of the general tax structure, the 
U.S. Advisory Commission on Intergovernmental Relations 
(7) has made the fol lowing proposals: 

(1) The personal income tax should stand out as the 
single most important revenue instrument in the state tax 
system capable of producing close to 25 percent (com­
pared to a present 12 percent) of total stale-local tax 
revenue . . . 

(2) The general sales tax should serve as the other major 
state tax capable of producing between 20 and 25 per­
cent (compared to an existing 16 percent) of total state-
local revenue without imposing an extraordinary burden 
on low income families—the exemption of food and drugs 
or the provision of income tax credits can go a long way 
toward pulling most of the regressive stinger from this 
tax . . . 

(3) The local property tax should continue to serve as 
the principal revenue instrument for local government, 
but a state-financed "circuit-breaker" system should be 
provided to shield certain taxpayers, especially low-income 
aged, from excessive burdens. 

A refreshing feature of the Commission's report is that 
it proposes no fiscal magic. I t does not promise an elusive, 
new, and painless revenue source. I t stands up to the fact 
that taxes come f r o m the income stream, which is tapped 
when income is received, when i t is spent, or after i t has 
accumulated. 

I n connection wi th the plaintive but tiresome plea fo r 
new sources, Gravelle's admonition to Congress (8) re­
garding federal taxes fo r transportation is worth repeating: 

Another alternative is to develop an entirely new source 
of revenue. For example, increased taxes on credit card 
company earnings f rom transportation, transportation 
equipment leasing, corporate headquarters, department 
stores and other groups which benefit from public trans­
portation have been proposed. These suggestions are at­
tempts to raise revenues on the benefit principle. Such 
new types of taxes pose almost insurmountable adminis­
trative problems in identifying the appropriate groups for 
taxation and targeting the taxes. For such a small amount 
of revenue it is very difficult to justify developing an en­
tirely new set of taxes. Furthermore, in many cases these 
taxes would be passed on to the general public and would 
have effects little different from general public financing. 
(Emphasis added) (p. 972) 

Likewise, Kol tnow of the Highway Users Federation 
testified to Congress (« ) in 1977: 

We have searched as diligently, I am sure, as many mem­
bers of your committee have, for a reasonable source of 
funds for transit. . . We have not been able to come up 
with any special source, and we propose none. We have 
looked at how states finance their support of transit. They 
assume that public transportation is a public necessity and 
then go in with their general funds (p. 830). 

The Institute of Transportation Engineers was represen­
tative of a number of witnesses who were equally circum­

spect in testimony before the same committee ( 9 ) : 

Our society does not believe that our expertise extends to 
the question of proper forms of taxation and fund sources, 
but we do believe that a predictable fund source for each 
transportation mode is essential . . . (p. 70). 

I t is obvious that this examination of revenue structures 
has failed to uncover the touchstone to fiscal health of the 
states' transportation systems. The conclusion is that by 
and large the best course of action is for states to continue 
using the revenue sources that have long been available to 
them. But these sources must be used more effectively. 

THINGS GONE AWRY 

I f potential revenue sources are not a major problem, 
why do states find themselves in difficulty? The situation in 
California is illustrative. 

Something has gone wrong—drastically wrong. Employ­
ees are being laid-off, contracts stopped or cut back, free­
way route adoptions rescinded, rights-of-way sold off. 
Previous commitments are being cancelled, approved 
plans abandoned, and cooperative agreements annulled. 
People who looked to the future with confidence that 
transportation improvements would keep pace at least 
with growing demands, and that conditions might even 
improve over time, are being told that they wil l be lucky 
if the state, counties, and cities can keep transportation 
services from worsening and the transportation plant from 
falling apart (10, p. 5-1). 

I n explaining the states' fiscal problems, i t might be noted 
that transportation interests generally place continuity 
above all other virtues in describing attractive revenue 
sources. The long lead time involved in the systematic 
planning and development of transportation networks is 
heavily emphasized. The recent proposal to earmark a 
specified fraction of the federal corporation income tax as 
a "trust f u n d " fo r transit attracted much support. There 
was scarcely any debate about the appropriateness of the 
revenue source; clearly the basis of support was the dedica­
tion of the revenue and the continuity of financing that 
would ensue. 

But the much-revered continuity, as embodied in dedica­
t ion of funds, has been available fo r many years in most of 
the states now having fiscal problems wi th respect to high­
ways. I t has tended to isolate highway financing f r o m the 
ordinary budgeting processes, fai l ing to flag potential reve­
nue problems at their inception. Moreover, in a thoroughly 
haphazard way, legislatures have tended to chip away at 
available funds wi th little forethought as to the ultimate 
and combined impact because they have not had to face up 
to the total picture. The Congressional Budget Office ap­
prised the Congress of other problems along these lines in 
the fol lowing (11): 

Programs that are financed through trust funds avoid the 
normal requirement to justify periodically their claims on 
general revenues. Trust funds are normally set up for 
extended periods, and they may establish a pattern of 
programs and aid that is difficult to break. Yet, although 
the trust funds undoubtedly shield their modes from fund­
ing curtailments, they may also make it difficult to in­
crease revenues through additional taxes or user charges. 
Thus, trust funds with inadequate or declining revenues 
could prove to be a disadvantage to a mode if they dis-
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courage legitimate increases in the level of programs, 
(p. 23) 

Symptomatic of a deeper malaise is the failure of the 
revenue structure to respond to inflation. A relatively stable 
flow of dollars that are rapidly and continually losing pur­
chasing power can hardly be characterized as continuity in 
financing. Such, however, is the result of a tax structure 
composed almost exclusively of specific rather than ad va­
lorem taxes in the absence or tardiness of legislated rate 
adjustments to compensate for higher costs. Again, the 
isolation of highway financing f r o m the mainstream of 
policy making may have been responsible for complacency, 
benign neglect, or simple oversight by legislative bodies. 
Whatever the reasons, the upshot has been a rather f ran­
tic effort to build into highway revenue systems a self-
executing mechanism to adjust proceeds of specific taxes 
for inflationary effects, either by conversion to ad valorem 
bases or by indexing. ( I t would be remiss not to note here 
that even while highway interests are looking fo r ways to 
gear user charges to inflation, taxpayer interests are mov­
ing to take general taxes out of that gear and shift them 
into neutral by the opposite kind of indexing.) 

COPING WITH INFLATION 

A number of schemes have been devised fo r the auto­
matic tuning of specific highway taxes to inflation. The 
performance of such ad valorem taxes as income and gen­
eral sales taxes suggests that simple conversion of unit taxes 
to a value base would meet the problem. Before individ­
ual possibilities are explored, a caveat common to afl is 
worth stating. Fuel taxes and other user charges are dis­
tributed among taxpayers in different proportions. Thus, 
an increase in one and not in the other wi l l upset whatever 
balance the overall structure has achieved. To illustrate, i f 
fuel taxes provide, say, 60 percent of the burden but are 
increased 20 percent by means of a self-adjusting mecha­
nism, the burden on fuel is automatically and probably in ­
advertently increased to more than 64 percent of the total. 
Perhaps as important is the fact that when the entire struc­
ture is adjusted proportionally to produce the same reve­
nue, the overall burden would have to be increased only 
12 percent, fal l ing equally on motor fuels and other user 
charges. 

I n the discussion that follows, it w i l l be convenient to 
illustrate the various possibilities in terms of the gas tax, 
but it should be understood that other taxes as well as the 
gas tax should, in the absence of a specific decision to 
modi fy distribution of the burden, be subject to any ad­
justment process that may be implemented. 

Ad Valorem Taxation 

Conversion of the gallonage tax on motor fuel to a per­
centage basis appears on the surface to be an extremely 
attractive option. When the price per gallon of fuel goes 
up, the tax yield per gallon of fue l goes up correspondingly, 
a result that parallels operation of sales taxes generally. 

Closer examination, however, reveals a number of rather 
serious complications. A n init ial question is placement of 
the impact of the tax, that is, should i t be at the retail, 
wholesale, or even an earlier point in the marketing proc­

ess? Whatever the choice, problems may arise. Currently, 
the gasoline tax is among the least costly to administer. 
Vir tual ly all of it is collected f r o m the initial distributors 
of fuel , after which i t is passed along through marketing 
channels. W i t h gasoline taxed at the retail level, instead of 
a handful of taxpayers, hundreds, perhaps thousands, would 
be involved. Moreover, general retail sales taxation and 
ad valorem motor fuels taxes could not be f u l l y integrated 
because of the differences in applicable tax rates. Adminis­
tration of use-fuel taxes, applicable generally to diesel fuel 
and l iquid petroleum gases, would be complicated by in­
troduction of price variables. Similarly, the administration 
of refunds fo r off-highway use would impose additional 
and probably more cumbersome reporting and auditing 
requirements. 

Placing the tax at the wholesale level might resolve some 
of these problems but could create others. Among these 
would be problems wi th respect to refunds fo r nonhighway 
use, deductibility f r o m income taxes, and the mechanics of 
use-fuel (diesel) taxation. States that are now taxing motor 
fuel used in federal vehicles might be precluded f r o m doing 
so. 

The purely administrative problems of an ad valorem tax 
on motor fuels fo r highway purposes, whether imposed at 
the retail or wholesale level, could surely be resolved i f 
other merits of such a tax outweighed the ministerial d i f f i ­
culties. However, other issues, including serious questions 
of equity, remain to be considered. 

What about price differences depending on the location 
of the sales in the case of ad valorem taxes as contrasted 
wi th gallonage taxes? Should residents of the more remote 
areas of a state, possibly having to pay more fo r fue l be­
cause of transport charges, also have to pay more tax per 
gallon of fue l used on highways? 

How are purchases at discount by major users to be 
handled? What about differences in price f r o m dealer to 
dealer wi thin the same community. What about self-service 
vs. f u l l service price differentials? Are any of these and 
possibly other potential differences in tax liabili ty conso­
nant wi th the underlying rationale of motor fuels taxation 
as a meter of highway use? 

I n a similar vein, what is to be done about differences in 
fuel prices according to grade or rating? Is there any user-
charge rationale for a higher tax on higher grade than regu­
lar gasoline? Another case might be especially ironic in 
that lead-free gasoline is publicly mandated to reduce pol­
lution, fo r which a premium price must be paid, and 
ad valorem taxation also would lead to a premium tax. 

Looking to the future, one might also consider the i m ­
pact of ad valorem taxes on the use of alcohols, either as 
blends or as pure fuels. I t is reported that, on an equiva­
lent energy basis, methanol is about twice and ethanol 
about four times the price of gasoline ( 7 2 ) . A d valorem 
taxation would clearly run counter to any energy policy 
that might be adopted to promote consumption of alcohol 
fuels or blends. 

But i t is not necessary to speculate on the future. Diesel 
fuel taxation currently poses a troublesome anomaly. The 
price of diesel is substantially less (about 10 cents a gallon 
now) than the gasoline price; hence, a percentage tax would 
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impose a smaller burden per gallon on fue l that would ac­
tually produce a larger number of vehicle- and ton-miles 
per unit. The result would be a material shift i n burden 
f r o m large, heavy vehicles (the large majority of which are 
diesel-powered) to smaller vehicles (the vast majority of 
which are gasoline-propelled). 

A n ad valorem tax to produce the equivalent of a typi­
cal gallonage tax would require a rate of such magnitude 
that i t might seem unconscionable in comparison wi th other 
excise taxes. For example, at an average taxable price of 
60 cents per gallon, it would take a 15 percent sales tax 
rate to produce as much as a 9-cent-per-gallon tax. Cries 
would be heard in political circles that motor fuels are be­
ing unjustly discriminated against; the open invitation to 
comparison wi th other excises would be too attractive to 
resist, considering that the direct l ink to highway use would 
be severely weakened. 

The distinction between user charges and general taxes, 
difficult at best, would be more vulnerable than ever, par­
ticularly in states that impose their general retail sales taxes 
on gasoline and other motor fuels. Consider California: 
The present 7-cent-per-gallon gas tax would convert to an 
ad valorem tax of, say, 12 percent (assuming an average 
price, excluding tax, of about 60 cents). But, in addition, 
the state's 4% percent retail sales tax and local govern­
ments' 1 ?4 percent retail sales taxes would be added, mak­
ing a total tax of 18 percent in 55 of the state's 58 counties. 
( I n the three counties served by the San Francisco Bay 
Area Rapid Transit District, residents pay an additional 
half percent tax.) 

A sticky legal question might be raised as to whether the 
converted tax, now a 12 percent ad valorem tax instead of 
a gallonage tax, would continue to be subject to the state's 
constitutional provision, basically earmarking proceeds of 
the present motor fuels tax (and other designated user 
taxes) for highways but allowing some transfer fo r fixed 
guideway transit. 

By way of summary, the findings of a special study fo r 
the Massachusetts State Senate (13) are worth quoting: 

Percentage taxes imposed at the retail level in the same 
way as the sales tax are inadvisable. They wil l create 
more administrative problems than the current cents per 
gallon tax. The motor fuel tax is supposed to reflect the 
purchaser's road usage, but motor fuel expenditures vary 
for reasons unrelated to highway usage, such as the place 
of purchase. Equity problems would thus be created, 
( p . i ) 

A l l factors considered, the init ial wisdom of the gallonage 
tax as a highway user charge becomes rather obvious; its 
flaw in the present situation is its failure to respond to the 
exigencies of inflation. This has led to an alternative in ­
tended to keep the merits of the gallonage tax but to adjust 
the rate in proportion to changes in fue l prices. 

Indexing 

The procedure is simple: Ground rules are established 
for the selection of a single, average price of fuel through­
out the state. A t specified intervals, this average is re­
computed and the tax per gallon of fue l is determined 
accordingly. For example, i f the init ial tax is 10 cents per 
gallon, and i t is found that the "average" price of fue l has 

increased by 10 percent, the new tax w i l l become 11 cents 
per gallon. (To facilitate administration and compliance, 
adjustments w i l l be made at specified times, say, January 1 
and July 1 of each year. For the same reason, the adjust­
ment wi l l be rounded to some specified fraction such as 
.1 cent or .5 cent per gallon.) 

The specific problems raised concerning true ad valorem 
taxation are generally resolved by this stratagem. Current 
administrative and compliance practices can be retained. 
The tax is un i fo rm over the entire state, and the rate per 
gallon can be the same regardless of grade or type of fuel . 
But, of course, the state still has a specific (or uni t ) tax. 
What i t has done in reality is to index the gallonage rate to 
an estimated average price of fuel . A n d immediately new 
opportunities are opened fo r consideration. For i f index­
ing is to be the answer, what particular virtue is to be found 
in indexing to fuel prices? A t the least, other indexes de­
serve equal consideration because the mechanics of adjust­
ing the gallonage tax w i l l be essentially the same in any 
event. 

Actually, after some reflection, it turns out that using 
gasoline prices as an index may be a singularly inappro­
priate way of adjusting user revenues to compensate for 
inflation. The basic assumption of indexing to fuel prices 
(just as in the case of ad valorem taxation) is existence of 
an acceptable correlation between fuel prices and the rele­
vant costs to be financed. The causal relationship turns out 
to be somewhat stronger than first impressions might sug­
gest because petroleum products themselves are heavily 
used in providing highways, both as an energy source for 
vehicles and machines and as an important material (as­
phalt) for construction and maintenance. Nonetheless, 
trends in fuel prices and highway costs have been far f r o m 
parallel. 

Care is required in interpreting the numbers. Were it not 
fo r the oi l embargo of 1973 and subsequent events, i t is 
not likely that indexing to fue l prices would attract much 
attention. Considering the entire period 1953 through 1976, 
gasoline prices (ex tax) increased 123 percent, while high­
way construction costs increased 146 percent. But the big 
increase in fue l prices during this period occurred some 
time after 1972 and leveled off substantially thereafter. 
During the 1963-1972 period, gasoline prices (ex tax) in­
creased only 22 percent, while highway construction costs 
increased 71 percent. 

During the 1972-1976 period, gasoline prices (ex tax) 
went up 94 percent, while the highway construction cost 
index increased only 44 percent. But this set of numbers 
may be just as damaging to the concept of indexing to fuel 
prices. Why, i t may be asked, should the level of highway 
expenditures be raised, even more than proportionally to 
cost increases, because of the entirely extraneous actions of 
foreign nations wi th respect to oi l prices? Or, again, why 
should the level of highway expenditures be changed by 
actions that may be taken domestically in the furtherance 
of energy policy (e.g., removal of price controls)? The 
relevant variable f o r which indexing is sought is some level 
of highway expenditure judiciously determined through the 
legislative process. I n these circumstances, fue l prices are 
apt to be totally irrelevant. 
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I f the objective is to offset the impact of cost increases 
with commensurate increases in revenue, what is needed is 
an index that accurately reflects each of the relevant com­
ponents of the program to be financed. The relevant num­
bers are not easy to attain. Program mixes change. Cost 
estimates are subject to considerable margin of error. 

A n Alabama report {14) articulated criteria that might 
appropriately be used in an evaluation: 

. . . (1) the index must adequately measure the degree 
of inflation; (2) the index should be relatively consistent, 
i.e., a steady movement would be preferred to an index 

which demonstrates jerky up-and-down movements; (3) 
the index should be relatively easy to understand by 
policymakers who must approve its use; and (4) it must 
be internally sound and readily available without ques­
tions concerning its reliability and consistency (p. 35). 

The Alabama study also advised: 

. . . the indices selected should probably be keyed to the 
national economy rather than the regional or state econ­
omy because (1) the data are more indicative of the 
economic forces at work which wil l eventually affect the 
region; (2) the data are more complete and reliable than 
in many cases for regions or states; and (3) there are 
probably more fluctuations in regional or local situations 
which are smoothed out at the national economy level. As 
a political constraint, it was felt that an index used should 
be one readily available for all interested parties to ob­
serve (p. 35). 

Five indices were studied in Alabama. The most appro­
priate were found to be the consumer price index and its 
gasoline price component, both the industrial commodities 
and construction components of the wholesale price index, 
and the Department of Transportation's highway construc­
tion cost index. In California, 11 different indexes were 
studied in 1975 as "the most relevant to costs of trans­
portation" ( i 5 ) . 

Although the suitability of individual indexes for inclu­
sion in a composite index has been examined in these and 
other studies, the weighting of the components has gen­
erally been lef t to further study. The ideal, of course, 
would correlate precisely wi th the program mix, but i t 
would vary f r o m state to state and f r o m time to time. 
Moreover, the program mix itself involves value-laden po­
litical decisions that affect the level of expenditures and 
could affect the level of revenues under any indexing pro­
gram. Thus, we see that indexing revenues to costs is not 
simply a technical matter but involves judgment as well . 

One possibility that may warrant consideration but seems 
to have escaped attention would index specific user taxes to 
personal income (or personal income per capita) of the 
state. I n effect, taxpayers would be asked to pay a con­
stant share of their income fo r support of the programs in 
question. Whether the "constant" is correct is, of course, 
as debatable as other cost indexes and obviously should be 
reviewed and perhaps changed f r o m time to time. How­
ever, indexing to personal income might become particu­
larly attractive in the event of imposition of aggregate tax 
or spending limitations that use personal income as a base. 
Otherwise, the user tax base (assuming i t is included wi th in 
the limitation, as is likely to be the case) might continually 
be eroded as other inflation-responsive revenues occupy an 
ever-increasing share of the l imited base. 

Some Cases 

To illustrate indexing in practice, i t may be worthwhile 
examining the programs adopted in Washington and Texas. 

A variable gas tax was enacted by the Washington State 
Legislature in 1977, and later that year survived a referen­
dum fo r its repeal. The rate can vary between 9 cents (the 
rate existing when the law was passed) and 12 cents per 
gallon (an upper l imi t set by the Legislature). The first 
indexing action set the rate at 11 cents per gallon. 

The law starts out simply enough: The tax rate is to be 
adjusted every six months "to the nearest V24 per gallon 
equivalent to 2 1 V i % of the weighted average retail price 
of fue l in the state (excluding federal and local excise 
taxes)" {13, p. 24 ) . But then complications set i n . : 

. . . In addition to a fixed floor and ceiling, the rate must 
be sufficient to produce revenues at least equal to the 
amount obtained by annual compounding of the 1973 ex­
penditures at a rate of 6% per annum, but the rate must 
not be so high as to produce an amount more than 5% 
above the budgeted expenditures. . . {13, p. 16) 

I n effect, the Legislature is attempting to assure that the 
appropriations it makes are fu l l y financed wi th in tolerable 
limits. A t the same time, it appears that the fol lowing 
remarks would be relevant to the Washington program: 

Cost-indexing subject to pre-set limits wil l permit more 
rational budget-making. The legislature would then be 
able to arrange for revenues to automatically adjust to 
gradual changes in the costs of maintaining roads. This 
would be a significant improvement over the current sys­
tem of waiting for a sizable revenue gap before even con­
sidering a tax increase, thereby permitting much unneces­
sary physical deterioration to occur. {13, p. i ) 

Regardless of merit, however, no one, including Washing­
ton authorities, would pretend that indexing is a panacea, 
nor is i t the only available solution fo r the inflation problem. 

The plan recently adopted in Texas is not strictly an 
indexing plan, nor does i t provide for automatic tax rate 
increases in any other way. Instead i t increases the amount 
of general tax revenues that are made available fo r high­
ways in order to meet the dual challenges of continued high 
levels of inflation and decreasing revenues resulting f r o m 
better fuel efficiency and lower weights of automobiles. 
(Note that ordinary indexing of the tax rates does nothing 
to meet loss of revenues due to declining fue l consumption 
relative to vehicle miles of travel.) 

The Texas law provided a substantial and immediate in­
crease in funds available f o r highways. Beyond this, i t pro­
vided fo r continuance of the program by establishing a 
statutory base for revenues of the state highway fund . This 
guaranteed base would be adjusted annually by a Highway 
Cost Index Committee (the Governor, L t . Governor, and 
Comptroller) , which would establish an index based upon 
a weighted annual cost of highway operations, maintenance, 
and construction. I n contrast, most other indexing plans 
might fa l l short of expectations simply because they ne­
glected the revenue gap that developed before they took 
effect. To be successful a plan should provide fo r updating 
the transport program to current requirements, thereby 
establishing a new and realistic base to which indexing is to 
be applied. 
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A special feature of the Texas program is the increasing 
reliance on general tax funding of highways that seems 
bound to ensue. User revenues are deducted f r o m the ad­
justed base, and the difference is made up f r o m general 
funds. Because user revenues are not expected to keep pace 
wi th costs due to inflation and fuel consumption trends, the 
call upon general revenues wi l l increase each year, and the 
share of highway costs to be met by dedicated user taxes 
wi l l decline. 

I t should be observed, however, that the Texas situation 
is unique. The state's constitution requires that 25 percent 
of user taxes, and all other state taxes as well, be siphoned 
off the top fo r education. I t could be said that highways 
now are recovering revenues that were thought to be their 
just due all along. I n any case, the increasing amount of 
general funds devoted to highways is being derived f r o m 
tax sources in Texas that are quite sensitive to inflation and 
could provide funds that might otherwise be regarded as 
surpluses. 

Some Doubts 

No one claims to have found the magic wand. Many 
variables are involved in fashioning a rational transporta­
tion program, and the more intractable can never be solved 
by such contrivances as indexing. I n fact, i f a device of this 
nature were to lead to legislative complacency and possible 
neglect of important program considerations, it might well 
prove counterproductive. 

Indexing has been opposed in some quarters on eco­
nomic grounds. I n a somewhat different context, but per­
tinent to the case at hand, then Treasury Secretary Blumen-
thal argued that indexing schemes tend to make high 
inflation rates "accepted facts of economic l i fe . The eco­
nomic defect becomes institutionalized" {16). A contrary 
argument, perhaps more persuasive at the state level, is that 
more adequate financing w i l l forestall higher transport costs 
and their wide impact on production costs. 

I n any case, political instead of economic arguments may 
bear the most weight. To illustrate, the American Pe­
troleum Institute has expressed the fol lowing view {.13): 

The prevailing system of taxation requires legislators to 
review the priorities and needs before making the difficult 
decision to increase the taxes which their constituents wil l 
ultimately bear. . . This process insures that an increase 
in the tax burden results from a deliberate determination 
by responsible elected officials, accountable to their con­
stituents, the ultimate taxpayers. 

(Indexing) plans would in various degrees circumvent this 
essential process. Either the tax rate or the tax base could 
increase automatically due to forces of the market place 
or other extrinsic factors, without reference to a state's 
actual highway needs, (p. 5) 

The issues raised are not ones to be dismissed lightly. The 
danger to be guarded against is the use of indexing as an 
easy way fo r legislators to shirk their responsibilities and 
avoid political accountability. Perhaps the matter can be 
resolved satisfactorily i f indexing is held wi th in strict 
bounds and is used only as a tool to facilitate timely ad­
justments in tax rates within strict guidelines set down by 
the legislative body itself. I f authority is to be delegated to 

a commission, perhaps i t should only have "minimal discre­
tion and act in a ministerial manner. . ." {13, p. 17) . 

A t any rate, indexing is not a panacea. The plans used 
in both Texas and Washington require deep legislative in ­
volvement in establishing and reviewing the expenditure 
programs that the revenues are intended to finance. Even 
i f an ideal mechanism were found, it might at best take care 
of revenue shortages occasioned by either highway cost or 
fuel consumption changes, but the complex factors affecting 
state transportation program size and composition demand 
a deeper legislative commitment than has been seen in most 
states for some time. 

THE NEED FOR DEEPER LEGISLATIVE INVOLVEMENT 

Basic decisions in transport matters are concerned more 
and more wi th value judgments and less and less wi th tech­
nical engineering and economic findings. Planning is now 
preoccupied wi th policy determination. Environmental con­
cerns may override conventional evaluations. A n d mult i ­
modal financing proposals are advanced for reasons far 
removed f r o m mobility and service considerations. 

The upshot of all of this has been a fundamental loss of 
the political consensus that guided state transportation pol­
icy fo r many years. I f state transportation programs are 
to be revitalized, a new consensus on goals and objectives 
must be forged. This task cannot be delegated; state legis­
latures must assume leadership. 

A brief recapitulation of factors, other than inflation and 
fuel efficiency, that have complicated transportation financ­
ing in the last dozen years or so reveals the depth of the 
value-laden policy issues involved. On the expenditure side, 
the fol lowing should be considered: 

• The composition of state highway funding programs 
themselves is changing, often fo r policy rather than techni­
cal reasons. More attention is being given to highway re­
habilitation, maintenance, and operational improvements. 
The definition of highway purpose is being enlarged, wi th 
attendant pressure on scarce resources. 

• State involvement in transit financing is increasing, 
perhaps slowly and erratically, but inexorably nonetheless. 
Mult imodal transport financing is making headway. Eco­
nomic evaluation becomes more difficult , and nontechnical 
tradeoffs are required. Income transfer and social concerns 
increasingly influence transport policy. 

• The mitigation of social costs becomes part of the rec­
ognized overhead of transportation programs. Added to 
the standards designed fo r the benefit of system users are 
requirements intended to "internalize" social costs by re­
quiring expenditures fo r such things as environmental pro­
tection, noise attenuation, beautification, and reduction of 
or compensation for community disruption and degrada­
tion. 

On the revenue side, issues also demand earnest legisla­
tive attention. Among them are: 

• The strong possibility that easy reliance on motor fuels 
taxation, which once served very well as a meter of highway 
use, w i l l have to be modified as new fue l consumption pat­
terns, new types of fuel , and new power systems respond 
to demands for energy conservation. For example, rapid 
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Multimodal transport financing is making headway as income 
transfer and social concerns increasingly influence transport 
policy. 

growth of electrically propelled vehicles would require a 
new method of exacting payments equivalent to fuel tax 
payments f r o m such vehicles. Then again, as the variety of 
l iquid fuels increases, gallons consumed may become a 
totally unacceptable measure of relative highway use. 

• The overall financial condition of the states in the 
years ahead is likely to impose extreme stringency. Pres­
sures on the legislatures w i l l force examination of transpor­
tation expenditures and revenues f r o m all angles. Ques­
tions w i l l have to be answered concerning general tax 
payments of highway users on the one hand and general 
tax support of transportation on the other. I n any case, 
strenuous efforts w i l l be made to shift more of the burden of 
financial support fo r transportation f r o m local governments 
to the states. The critical issue may well be how this is to 
be done—with or without added resources. 

• State legislators wi l l continue to be importuned to 
"rationalize" transportation through implementation o f 
pricing strategies. Whatever the resolution of the issue, the 
matter wi l l not stay put. The better-informed the legisla­
ture, which is to say, the more involved i t is i n the nitty-

gritty of transportation policy, the more likely that the 
public interest w i l l be served. 

Wi th such burgeoning issues confronting policy makers, 
i t is not surprising that political consensus has been lost. 
Nor is it surprising that transportation faces troubled times. 
What is surprising is that the apparent need to modi fy in­
stitutional arrangements to meet current exigencies has at­
tracted so little attention, especially wi th respect to the 
legislative role in transport affairs. A t times, the need for 
a complete reidentification of the major transportation goals 
and objectives of state government has been mentioned, but 
the fact that such reidentification must be the sole preroga­
tive of the legislature seems to have gone unnoticed. 

Beyond this, a successful turnaround in policy and pro­
gram would appear to require the continuing and active 
participation of the legislature. I n many cases this w i l l in­
volve significant institutional changes within the legislature 
itself. 

Any discussion of legislative procedures and practices 
wi th respect to transportation treads on extremely sensitive 
ground. The situation changes f r o m time to time and w i l l 
vary considerably f r o m state to state. A n y generalized 
comments offered here are not likely to fit any given state 
in every respect. The fact is, however, that legislators them­
selves have often experienced frustration in seeing trans­
portation programs go sour, even while they have stood idly 
by because of barriers they or their predecessors have 
erected. In the final analysis, legislative action is the pre­
requisite to positive new directions fo r state transportation 
programs. I n developing the details of such legislation, a 
hard look at the legislature's own role in the program may 
be highly productive. 

Although increased legislative involvement in transporta­
tion policy and program direction seems imperative to re-
vitalization of state transportation programs, the potential 
hazards should also be considered. Transportation interests 
attach great importance to continuity in financing to fa­
cilitate long-range planning and systematic development o f 
the network. Continuity is thought to be guaranteed by 
dedication of funds and abetted by continuing appropria­
tion and delegation of budget details to special agencies. 
More legislative involvement almost surely wi l l lead to more 
legislative participation in budget-making matters. 

The danger, as seen by some, is that the transportation 
budget w i l l be politicized, which implies that i t w i l l turn 
out to be a political pork barrel fashioned by old-style legis­
lative log rolling. Beyond this, the fear is expressed that 
the budget w i l l become little more than a will-o'-the-wisp, 
subject to legislative caprice, leading to a hand-to-mouth 
program, thereby thwarting rational transport planning and 
development. A substantial number of legislators share 
these concerns. 

Such concerns are not to be dismissed lightly, but neither 
should they f o i l necessary modifications; some risks may be 
unavoidable in pursuit of a higher objective. Moreover, i t 
may be possible to devise strategies and processes that w i l l 
mitigate potential dangers. First, the legislature might l imi t 
its budget-making to the program level, delegating certain 
details, such as allocation to projects, to a less politically 
vulnerable entity. 
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Easy reliance on motor fuels taxation may have to be modified 
as new fuel consumption patterns, new types of fuel, and new 
power systems respond to demands for energy conservation. 

I t may also be possible to develop a system of multiyear 
authorizations and appropriations that would satisfy the 
need fo r deep legislative involvement while providing rea­
sonable continuity. As one possibility, the legislature might 
adopt a five- or six-year program in rather broad outline 
but be more specific about the first two years. Every two 
years the process could be repeated, taking action on spe­
cifics for the immediately ensuing two years, updating the 
program, and adding on two years. The current emphasis 
on five-year transportation improvement programs (TIPs) 
should facilitate such a process. 

I n such a scheme of things, i t might be possible to in­
corporate a modified system of indexing fo r fine-tuning dur­
ing intervals between major reviews. Although some pun­
dits might hold that authority to change taxes should never 

be delegated, others would find indexing to be a useful tool 
to lessen the political risks to which legislators are con­
stantly exposed. 

Finally, most state legislatures are better equipped to 
deal wi th the requirements of rational transportation policy 
now than they might have been when present restraints 
were established. W i t h mandated reapportionment to meet 
the "one man, one vote" requirement, state legislatures have 
become more representative and more responsive. Their 
operations are more open to public scrutiny. They meet 
more often, fo r longer periods of time, and have larger an^ 
more qualified staffs. A l l in all, most legislatures have 
acquired considerable expertise and have become highly 
professional. No guarantees are possible, of course, but i t 
seems unlikely that deeper legislative involvement would 
signal a return to the storied political chicanery of the past. 
In any case, the clincher may be quite simple: There is no 
feasible alternative in sight. 

Unless the present course of events is forestalled, the con­
sequences are likely to be serious. States and their counties 
and cities may incur heavier public costs over time, which 
wi l l ultimately have to be defrayed by taxation, unless pre­
ventive maintenance and timely rehabilitation of facilities 
are adequately provided. Although much of our basic high­
way plant is in place, this is not universally true, and critical 
gaps remain. Then, too, mass transit is critically deficient 
in many areas. Improvements deferred now may cost more 
later. In the meantime, users of the systems, and ultimately 
society in general, w i l l bear the brunt of inadequate trans­
port facilities and services in higher operating costs, acci­
dents, and time losses. 

This report has suggested that traditional revenue sources, 
both user charges and general taxes, are available for use 
i f accelerated financing of state transportation programs is 
really wanted. I n terms of personal income, amounts per 
vehicle mile, and shares of total transportation costs met in 
the public sector, considerably less is being expended for 
public transport facilities and services than was a decade 
ago. Traditional revenues for transportation could be in ­
creased substantially—in most states 50 percent or more— 
without bringing the burden up to levels of the recent past. 

The basic financing problem today—if indeed there is 
one—stems f r o m the inability to convince the public and 
its legislative representatives that an enlarged expenditure 
program is warranted. Hence, this report has concentrated 
on potential improvements in the institutional setting so 
that a new political consensus on transport goals and objec­
tives, and their attendant financial requirements, may be 
achieved. 
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APPENDIX A 
S T A T I S T I C A L D A T A 

A broad overview of transportation financing in the 
United States was given in the text. This appendix pre­
sents statistical data in greater detail to illustrate trends and 
variations in practices among the states. 

The picture presented here is one of considerable stability 
and continuity in state financing policies over time and re­
markable adherence to central tendencies in the practices 
of the several states. The system that has evolved fo r state 
financing of transportation has served us well and con­
tinues to do so. There is good reason to believe that i t can 
meet major exigencies of the future, i f i t is made to do so. 

The selected statistical data that fol low fa l l into two 
groups. The first four tables give data aggregated fo r all 
states f o r selected years starting wi th 1956 and ending wi th 
the latest data available (1956 being chosen to represent 
the situation prior to impact of the National Interstate 
Highway program and inauguration of the Federal High­
way Trust Fund) . Besides showing overall trends, any par­
ticular state wishing to do so can easily compare its own 
situation wi th national norms. The second set of tables 
gives financial practices on a state-by-state basis, wi th em­

phasis on the distribution of funds, especially between state 
and local governments. 

TABLE A-1 

CURRENT INCOME FOR HIGHWAYS BY 
SOURCE, A L L UNITS OF GOVERNMENT, 
SELECTED YEARS 1956-1976 (Millions of D o l ­
lars) (17) 

Highway User 
User Other % of 

Imposts Taxes Total Total 

1956 $ 4.952 $1.792 6.744 73.4 

1961 8,360 1.954 10.314 81.1 

1966 11.697 2.705 14.402 81.2 

1971 16,038 3.974 20,012 80.1 
1972 16,903 4.073 21.056 80.7 
1973 18,714 4.786 23.500 79.6 
1974 18.799 5.576 24.375 77.1 
1975 18,624 6.147 24,771 75.2 
1976 19.590 6.665 26.255 74.6 

TABLE A-2 

CURRENT INCOME FOR HIGHWAYS BY SOURCE, STATE A N D LOCAL GOVERN­
MENTS, SELECTED YEARS, 1956-1976 (Millions of Dollars) (17) 

States Local Governments Total 

Total 
User 

Imposts 
Other 
Taxes Total 

User 
Imposts 

Other 
Taxes Total 

User 
Imposts 

Other 
Taxes 

1956 $ 4,304 $ 4,161 $143 $ 1.409 $149 $1,260 $ 5.713 $ 4,310 $1.403 

1961 5,461 5,319 142 1,805 207 1.598 7,266 5,526 1.704 

1966 7,384 7,213 171 2,357 241 2.116 9.741 7,454 2,287 

1971 
1972 
1973 
1974 
1975 
1976 

10.357 
11.527 
12,616 
12.847 
13,111 
13,924 

10.055 
11.186 
12.186 
12.192 
12,387 
13,124 

302 
341 
430 
655 
724 
800 

3.356 
3.558 
3,907 
4,297 
4.642 
5.003 

343 
427 
459 
503 
538 
577 

3.013 
3.131 
3.448 
3.794 
4.104 
4.426 

13.713 
15,085 
16,523 
17,144 
17,753 
18,927 

10.398 
11.613 
12.645 
12.695 
12.925 
13.701 

3.315 
3.472 
3.878 
4.449 
4.828 
5,226 
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TABLE A-3 

DISPOSITION OF RECEIPTS FROM STATE IMPOSTS ON H I G H W A Y USERS FOR SELECTED 
YEARS, 1956-1976 (Millions of Dollars) (17) 

For Hwy Law For Local Local 
Collect. Nonhwy and For State Roads & Roads % 

Available & Admin. Purposes* Safety Hwys Hwys Streets of Hwys 

1956 $ 4,395 $ 167 $ 325 $ 145 $ 3,758 $ 2,652 $ 1,106 29.4 

1961 5,511 226 424 229 4,632 3,228 1,404 30.3 

1966 7,605 319 709 363 6,214 4,275 1,939 31.2 

1971 10,910 533 1,221 718 8,438 5,796 2,642 31.3 
1972 12,070 566 1.268 774 9,462 6,580 2,882 30.5 
1973 13,145 654 1,340 872 10,279 7,120 3,159 30.7 
1974 13,120 712 1,191 953 10,264 7,020 3,244 31.6 
1975 13,456 783 1,349 1,051 10,273 6,902 3,371 32.8 
1976 14,805 831 1,802 1,090 11,082 7,464 3,618 32.6 

*Nonhighway purposes includes funds for mass transportation 
purposes, segregated beginning in 1974 as follows: 1974 -
$134 m i l l i o n ; 1975 - $251 m i l l i o n ; 1976 - $433 m i l l i o n . 

TABLE A-4 

STATE A N D LOCAL BOND FINANCING OF HIGHWAYS, SELECTED YEARS, 1956-1976 (Millions of 
Dollars) (77 ) 

State Governments 

Bond 
Proceeds 

Debt Service 

Total Interest Retirement 

Local Governments 

Bond 
Proceeds 

Debt Service 

Total Interest Retirement 

Outstanding Debt 
Beginning of Year 

Total State Local 

1956 

1961 

1966 

1971 
1972 
1973 
1974 
1975 
1976 

1956-
1976 
Inclusive 

1,056 

718 

1,152 

2,649 
1,672 
1,216 

846 
1,412 
1,543 

22,978 

419 

636 

907 

1,431 
1,490 
1,657 
1.685 
1,731 
1.840 

21.525 

233 

306 

388 

616 
707 
774 
798 
823 
871 

9,883 

186 

330 

519 

815 
783 
883 
887 
908 
969 

11,642 

415 

554 

524 

692 
787 
738 
811 
781 
796 

12,397 

309 

458 

544 

690 
730 
789 
839 
882 
921 

12.257 

79 

123 

148 

224 
243 
267 
281 
297 
310 

3,671 

230 

335 

396 

466 
487 
522 
558 
585 
611 

8,586 

6.719 6.619 

14,248 
16,141 
17,424 
17,750 
18,006 
n.a. 

14.020 
15,851 
17,171 
17,462 
17,631 
18,136 

100 

9,527 9,384 143 

11.197 11,059 138 

228 
290 
253 
288 
375 
n.a. 
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TABLE A-5 

STATE RECEIPTS FROM BONDS A N D DISBURSEMENTS FOR DEBT SERVICE FOR HIGH­
WAYS BY STATES, 1976 (Thousands of Dollars) {17) 

STATE 
Bond 

Proceeds Total Debt Service 
Redemption I n t e r e s t 

1 C O N N E C T I C U T 105.474 8 8 , 1 7 0 52 ,349 35,821 
M A I N E _ _ 13 .955 9 ,662 • 

M A S S A C H U S E T T S 125.000 "7 ,979 50 .788 37.191 
N E W H A M P S H I R E 25 .187 8 .327 4 , 7 0 5 3 ,622 
N E W J E R S E Y 18,941 124.064 34 .774 8 9 . 2 9 0 
N E W Y O R K 206 .222 114,794 91 ,428 
R H O D E I S L A N D 3.764 16 ,712 9 ,622 7 ,090 
V E R M Q N T 6 .029 14 .125 8 , 5 4 0 5 ,585 
p u E R r o R i C O 

S U B T O T A L 284 ,395 559.554 285 ,734 274 ,320 
t D E L A W A R E 7,756 3 1 , 4 1 5 17 ,353 14 ,062 

M A R Y L A N D 1,150 75 .794 46.521 29 .273 
P E N N S Y L V A N I A ?i>;,nfin 1 4 q , R m 
V I R G I N I A 3 3 . 4 0 0 18,411 14 .989 
W E S T V I R G I N I A 100.297 75.041 30 ,602 4 4 . 4 3 9 
D i S T . O F C O L U M B I A 2 . 2 5 0 11 .758 4 ,794 6 ,964 
S U B T O T A L 466 ,375 4 4 2 . 4 6 8 182 .940 259 .528 

t A L A B A M A — 36.671 20 .475 16 .196 
F L O R I D A 13,061 7 7 . 0 8 3 3 0 . 9 0 0 4 6 , 1 8 3 
G E O R G I A 4 8 . 5 0 0 4 7 . 2 6 3 22 .742 24.521 
K E N T U C K ¥ qi ,n?T n ,704 
M I S S I S S I P P I 76 ,675 35 ,153 14 ,566 20 ,587 
N O R T H C A R O L I N A 23 .467 18 .000 5 .467 
S O U T H C A R O L I N A 3 0 . 0 0 0 12 .942 7 .500 5 ,442 
T E N N E S S E E 35 .148 21 .658 13 .660 7 .998 
S U B T O T A L 203 ,384 345 ,260 159.637 185 .623 
I L L I N O I S 205 .010 52 .887 17 .596 35.291 
I N D I A N * 15 .352 10 .414 4 . 9 3 8 
M I C H I G A N -- 51 .022 38 ,687 12 .335 
M I N N E S O T A -- 14 .355 10 .769 3 .586 
O H I O 100,835 111 .587 77 .947 3 3 . 6 4 0 
W I S C O N S I N 17.711 27 ,098 17,161 9 ,937 
S U B T O T A L 323 .556 272.301 172 .574 99 .727 

u A R K A N S A S -- --
L O U 1 S( A N A -- 4 6 . 8 6 0 23 .623 23 ,237 
N E W M E X I C O -- -- -- --
O K L A M O M A -- 19 .662 5 .298 14 .364 
T E X A S -- 6 .006 4.671 1.335 
<;i |RTOTAL -- 72 .528 33 .592 38 ,936 
I O W A -- 620 245 375 
H A N S A 1 114.000 32 .485 19 .813 12 .672 
M I S S O U R I --
N E B R A S K A -- 1,831 1 .000 831 
S U B T O T A L 114 .000 34 .936 21 .058 13 .878 

H C O L O R A D O -- -- — --
M O N T A N A --
N O R T M D A K O T A --
S O U T H D A K O T A — 

11 T A M 

M > O M ' N G -
S U B T O T A L -- -- -- --

" A M Z O N A -- 246 200 46 
- A ^ . t 1̂ ' U S A 50.351 16 .357 9 . 8 3 5 6 .522 
•H » * A . 1.088 13 ,668 5 .976 7 .692 
N E i A C ' -- -- -- --
S U B T O T A L 51 .439 30.271 16.011 14 .260 

1 M A L A S " * 15 .415 11 .203 4 . 1 5 9 7 .044 
O A H C -- --

C R E U C - N -- 5 .674 2 , 3 0 0 3 .374 
* A<..^ S ,̂ • 1̂  S -- 42 .574 21 .767 20 .807 

SUB T O T A L 15 .415 59.451 2 8 . 2 2 6 31 .225 
U.S .GRAND TOTAL 1 .458 .564 1 , 8 1 6 , 7 6 9 889 .272 917 .497 
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TABLE A-6 

CURRENT STATE RECEIPTS FOR HIGHWAYS, 1976 (Thousands of Dollars) (17) 

STATE 

State User 
Taxes and 

Tolls 

State 
General 

Funds 

Federal 
Funds 

Misc. 
Income 

Total 
Current 

Receipts 

(Toll 
Revenue 
Included 

(Bond 
Proceeds 
Excluded) 

1 C O N N B C T I C U T 189.659 — 47,890 12,795 24!J,344 35 .no ( t0S,474) 
M A I N E 85.869 1.480 36.802 7,215 131,366 ( 13,642 — 
M A t l A C M U B K T T S ?7S,R?0 5.351 125.793 5.982 415.946 50.768 125.000) 

68.371 30.121 2,979 101,471 ( 8.431 I 25,187 
35?-015 98.994 32.249 483.258 162.987 18,441 

H I W V O N K m.M -- 2n,m 38.029 1 .137,762 : 227.954 — 

RHOOa I S L A N D 44.429 -- 23.643 432 68.504 ( 3,464) 3.764 
V E f t W O N T 46,861 — 31,098 142 78,101 6,029 
^ U t R T O t*ICO 

SUBTOTAL 1,950,852 6,831 604,246 99,823 2,661 ,752 ( 502.956) 284.395) 
3 O C L A W A R E 61.189 24.766 4.934 90.889 ( 71,33ft) 7.756) 

306,687 9.747 192.814 11.808 521.056 ( 51.1301 1,150) 

VinOINIA R46,7?3 
423.963 

8 
28.533 

376,337 
211.715 

51,058 
24.185 

1,224,126 
688.396 

( 
[ 

101.405) 
51.812) 

354.922) 

« a i T vinciNiA 169,386 42,002 210,360 9,602 431,350 f 17.854) 100,297) 
D I S T . OW C O L U M B t A 27.832 661 41.509 771 70.773 2.250 
iUB TOTAL 1,8351780 80.951 1,007.501 102.358 3.026.590 238.539) 46« 375 

4 208.253 18.736 169.699 16.908 413.596 .-
F L O R I D A 612.413 — 156,158 40.489 809.060 65.963) ( 13,061) 
O l O n C I A 242,721 — 147,752 10,397 400.870 ( 48,500) 
K E N T U C K Y 323,786 43.223 139.241 38.680 544.930 ( 16,846) --
M l l S l f t l l " ! 150.399 47.907 93.901 8.599 300,806 76,675) 
N O K T H C A R O L I N A 384.899 187.398 22,540 594.837 ( 401) — 

tOUTM C A R O L I N A 161.588 -- 64.838 1.735 228.161 .- ( 30,000) 
TCNNCtSCC 284.954 3.352 188.975 5.171 482.457 ( 35.14fi) 
SUB TOTAL 2.369.013 113.218 1 .147.962 144.519 3.774,712 ( 83.210) 203.384) 

5 I L L I N O I S 688.749 417.649 26.523 1 .132.921 ( 79.470) 205,010) 
I N D I A N * 359,510 54,367 99,197 9,933 523,007 ( 23.657 ) 
M I C H I G A N 529.241 41.447 199.441 30.537 800.666 ( 6.950 — 
M I N N E S O T A 288.746 143.468 27,818 460.032 — 
O N I O 618.982 455 196.478 32.730 848.645 ( 40.807) [ 100,835) 
M I t C O N S I N 227.119 96.849 12.090 336.058 — ( 17,711 
SUB TOTAL 2.712.347 96.269 1.153.082 139.631 4.101.329 { 150,884) 323,556) 

L O U I S I A N A 
159.965 
221.420 

19.240 
144.572 

107.495 
171.580 

5,150 
22.292 

241,fl5n 
559.864 ( 9101 

NEW H t H I C O 86,492 5,073 69,971 1,791 163,327 — 

O K L A H O M A 215,194 11,739 70,073 15,708 312,714 74,757 „ 

T E X A S 603,291 7,680 278,434 37,101 926,506 12,637 — 

SUB TOTAL 1.286.362 188.304 697.553 82.042 2.254.261 ( 37,804) — 

7 IOWA 253.542 66.197 106.705 10.572 437,016 1,595 -K A N S A S 159.976 77.614 32.468 270.058 17.473 ( 114.000) 
MISSOURI 280.924 11.761 152,108 8.689 453.482 — — 

N E B R A S K A 116.108 18.121 58.041 9.905 202.175 
SUB TOTAL 810,550 96.079 394.468 61.634 1 .362.731 19.0681 114,000) 

8 C O L O R A D O 127.773 1.873 140.842 7.275 277.763 — 

MONT A N A 60.974 3.313 100.522 1.480 166.289 — --
N O R T H D A K O T A 50.215 4,653 44,447 7,301 112,111 _ _ 

S O U T H D A K O T A 56.204 10.604 46.523 1.967 115.298 — 
U T A H 64,243 7,170 81.286 2.423 155.122 -- — 
WYOMING 48.027 1.395 73.686 2.604 125.712 -- — 

SUB TOTAL 407.436 29.008 492.801 23.050 452,795 
9 159.695 85.693 4.894 250.282 

C A L I FORN* A 370,369 39.384 1 .554,205 ( 38.503) r— 50.351) 
H A W A I I 42,425 7,436 56,766 412 107,039 -- 1.088) 
N E V A D A 40,660 — 43,040 3.966 87.666 -- — 

SUB-TOTAL 1.387.232 7.436 555,868 48.656 1.999.192 38,503) ( 51.439) 
10 A L A S K A 42.090 57,596 117,398 3.136 220.220 12.975) 15.415) 

I D A H O 73.107 1.000 54.325 2.111 130.543 -- -. 
O R E G O N 154.434 119.724 R,fi41 282.799 1,177) --
W A S H I N G T O N 258.954 134.910 15.760 404.674 30,825) — 

SUB-TOTAL 528,585 58,596 426.357 29.648 1 .043.186 44.977) ( 15.415)" 
U.SCRAND TOTAL 13,288,157 676,692 6,479,838 731,361 21,176,048 ( 1,115,941) ( 1 ,458,564) 

Notes: State User taxes and t o l l s combined ( t o l l s shown 
funds combined; transfers from local governments 
proceeds (shown separately) not Included In tota 

separately); FHWA and other Federal agency 
combined with miscellaneous income; bond 

1 receipts. 
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TABLE A-7 

DISPOSITION OF RECEIPTS FROM STATE IMPOSTS ON HIGHWAY 
(77) 

USERS, 1976 (Thousands of Dollars) 

IT A T I 
Net Funds 

Distributed 
State 

Highways 
Local 

Roads and 
Streets 

Mass 
Transport 
Purposes 

Non-
Highway 
Purposes 

General 
Fund 

Offsets 

Anti -
Diversion 
Amend* 

1 C O N M B C T I C U T ?ifi nun 137.016 16.932 23.980 38.151 - -

72.234 69.658 2.569 6 - X 

180.652 
S3.4M 

47.399 
li,447 

12.544 
2M OK — X 

ttmm V O M K 7M,«7n 172,339 

—^\HVt 
16,Ma 

137.IW 
• 107 

119.54A 
I2n.i7>; 

17<!,7̂ ^ 
fi.921 

1 n' CI n 

-

V I M t O M T 47.510 39.387 
J o / 

7.473 15 
1 U t 3 l U 

635 
^ U K U T O N l C O 

SUBTOTAL 1.957.475 1.212,674 235.018 277.529 232.048 
3 O l L A V A M I 47.794 37.852 2.000 1.999 5.944 

772,571! 
149.934 
«2K,nKi: 

105.623 
114,2^7 

12.263 
27,2«a 

78.667 I £ 1.101 ) 
X 

V i n O I H I * 379.953 333.953 38.198 7.801 - -

• B I T v m C I M l A 156.532 156.532 ( 182) X 
O U T . o r c o L U M O t * 14.500 7 — 

4 
SUBTOTAL 1.755.3J7 1 . } 1 7 . i 6 i 279;S7S 49.326 lMl757 ( 21.283 ) 

F L O I I I D A Z0e.Z53 
5S4.0KQ 

111.946 
42B,fi?Q 

96.306 
119,821 3,715 8,903 

1.681 
205.888 

X 

O l O M C i * 27S.717 5?,4#i2 77? 35,775 — 

R I N T U C K V 307.205 268.713 3fl.22« ?fifi 1 Tin— X 

N O H T H c * n o i . i N A 150,199 
384.834 

101,169 
353.454 

4 » , 2 « 
31.044 337 

\ CO) 
• O U T H C A K O L I M * l«f .713 

9 Q J 7 /UE 
144.773 
I C Q 7 9 4 

16.816 
toe tta 

5.124 

S U B T O T I L ^iw . /un 
2•349,896 1.756.666 '25.221 

529.135 
4.651 
9,241 

5.100 
54.852 

( 30.6881 
(238,285) 5 I L L I M O l * 693.671 299.369 

17A 4 0 1 
309.910 
1 C I I C / t 

50.912 33,480 ( 8,488) 

M I C M I Q A N 557.196 233.692 
I D I i J o U 
288.598 34.906 r. ( 2.120) 

: 19) X 
M I N N B t O T * 288.887 181.956 106.795 111 ( fi.H-inl X 
O H I O 578,175 291,213 2R«,Q«9 — X 
w i a c o N t i M 241.222 133.866 93.252 123 13.980 ' 159) 
SW T O T A L 2,694.974 1.314,589 1.246.872 85.941 47.571 (17,616; 

i 160.482 101.741 58.225 517 1.525) 
L O U > l ) * N * 22( i.STT 1S1.943 38.667 — — 8.722 X 

86.491 77.433 9.059 ( 13,956) 
O K L A H O M A 212.617 117.149 73.788 21,680 47.844) 
T I M A t 965.126 548.327 42.327 784 373.688 30,688} X 
SUiTOT.t 1.645.227 1.026.593 221.966 1.301 395.368 {102,735: 
I O W A 2S4.274 

1 1 1 107 
137,3A5 114,561 

n J 9 1 
2.328 X 

M i M O u n i 280.924 240.875 
J / , 4 / 1 
40.049 

20 1,676 662 X 
X 

116.194 63.330 52.779 86 ( 3.514) 
SUB T O T A L 795.589 546.622 244.860 2.434 1.676 ( 4,176; 

8 C O L O R A D O 132.128 68.491 59.283 — 4.355 - -

M O N T A N A 63.855 32.409 28.565 - - 7,pni 2.037; X 
N O M T H O A K O T A 50.305 32.021 18.195 89 1.107) X 
t O U T M D A K O T A 56.221 3S,S7« 20.527 17 X 
U T A H 64.266 47.516 16.727 23 ( 449) X 
W Y O M I N G 48.026 37.085 10.943 . - X 

SUB T O T A L 414.d0l 154,240 129 7,236 3.593 
A R I Z O N A 159.695 105,626 54.069 - - X 
C A L I F O R N I A ill.666 i56.16S 449,764 4.555 412,375 ( 55.845' X 
M A M A I I 42.425 28.189 14,236 — 5.510) 
N C V A D A 52.461 34.270 6,390 — n . f l o l 286: X 
SUM i o t» i 1.777.461 824.270 524.459 4.555 <71 17K ( fil.MIl 

It) A L A S K A 29.115 27.S30 1,285 — 

I D A H O 73.107 49.557 23.550 . - X 
O n i G O N 164.594 90.859 62.397 1.639 9,699 - - X 
W A S N I N C T O N 316.211 133.016 95.114 1.046 87.035 397) X 

SJB T O T A L 583.027 301.262 182.346 2.685 96,734 397) 
U.S.GRAND TOTAL 13.973.777 8,553,740 3,618.469 433.143 1.368.416 (439.179) 
*"x" indicates state has constitutional 
taxes to be used for highway purposes. 

provision requiring highway-user 
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