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• Flaws in the federal highway program’s allo-
cation formula shortchange states in the
South and Great Lakes region.

• The chief beneficiaries of the windfall are
slow-growing, high-income states in the
Northeast.

• Flaws in the system cost Texas $510 million
and California $437 million in 2006.

• Halfhearted efforts to correct the problem
have yielded little or no benefit to losing
states.

• With its original goals fulfilled in the early
1980s with completion of the interstate high-
way system, the highway program has since
become a vast spoils system.

• The most effective way to resolve the sys-
tem’s flaws would be to turn both the high-
way program and the right to collect and
keep the federal fuel tax revenues back to
the states.
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As gasoline prices approached or exceeded $4 per
gallon around the United States, two presidential can-
didates and some Members of Congress have recom-
mended that the federal fuel tax be suspended in June,
July, and August of this year to provide financial relief
to American drivers. Under current law, motorists and
truck owners pay a federal fuel tax—18.3 cents per
gallon on gasoline, 24 cents per gallon on diesel fuel—
into the highway trust fund, which returns these fuel
tax revenues to the states according to a mathematical
formula that attempts to measure each state’s need for
road and transit projects.

Many have criticized this proposal because of its
heavy burden on the trust fund and modest benefits
to drivers (about $1.98 per car per week based on
federal road and fuel use statistics),1 and a recent
report by the Congressional Research Service ques-
tions whether all of the temporarily suspended taxes
would be passed on to the motorist at a later date.2

While enactment of the legislation granting such a
“holiday” appears doubtful, the candidates’ proposal
should serve as a foundation for a comprehensive
policy discussion about the many flaws inherent in
the laws that mandate the federal fuel tax and allocate
its revenues among the states and among competing
uses, including some that have nothing to do with
surface transportation.

Chief among these flaws in the administration of
the fuel tax revenues are the pervasive regional inequi-
ties in the way federal highway spending is distributed
to the 50 states, the District of Columbia, and the five
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territories. In fiscal year (FY) 2006, $33.7 billion in
taxes was collected for the highway component of
the trust fund, and a total of $38 billion was
returned to the states and territories according to a
statutory formula that determines how much each
state receives.3123

As annual U.S. Department of Transportation
data reveal, many “donor” states—notably Texas,
California, Georgia, and Florida—are shortchanged
by the trust fund. In contrast, other states—notably
New York, Alaska, and Connecticut—and the Dis-
trict of Columbia receive far more from the trust
fund than they put into it. As Congress and the Pres-
ident begin to develop legislative proposals to
replace the current authorization of the federal
highway program (the Safe, Accountable, Flexible,
Efficient Transportation Equity Act: A Legacy for
Users, or SAFETEA-LU) when it expires in 2009,
putting an end to these regional inequities should
be a high priority. Indeed, elected officials from the
donor states should withhold their support from
any policy that does not make them whole by the
next fiscal year.

Wealthy States Benefit the Most
While trust fund revenues reflect actual tax

payments made by motorists in each state, state-
by-state spending allocations from the trust fund
are determined by a mathematical formula that
attempts to determine some measure of “need”
according to the several quantitative measures
included in the formula such as miles of road
and number of licensed drivers, among others. In
fact, the system embodies a number of inexplica-
ble inequities that serve to transfer billions of dol-
lars from the southern and the Great Lakes states

to the northeastern states, the mountain states,
and Alaska.

Table 1 presents Department of Transportation
data4 on the extent to which each of the 50 states
has gained or lost from the federal program by com-
paring its share of the tax revenues paid into the
trust fund to the share of trust fund spending that it
has received. The first three columns provide equity
information for FY 2006, the most recent year avail-
able and the first full year under SAFETEA-LU, and
the second set of three columns provide equity
information for all trust fund spending since the
program’s inception in 1956.

The first column in each set shows the share of
the tax revenues that the motorists in each state paid
into the trust fund in 2006, and the second column
shows the share that each state received in trust
fund spending obligations that year. Column three
provides a ratio of the two (share-out divided by
share-in); any state scoring less than 1 is a loser
(paying in a greater share than it gets back), and any
state scoring over 1 is a “winner” because motorists
in other states are subsidizing its road building.

Texas was one of the biggest losers in 2006
because its motorists provided the trust fund with
8.8 percent of its revenues while receiving only 7.4
percent of spending in return. In effect, as column
three notes, Texas received only an 84.7 percent
payback on its investment share. Texas is also one of
the biggest losers over the 50-year history of the
program, receiving only an 80.3 percent share since
the program’s inception. Table 2 ranks the all-time
nine biggest losers in the federal highway program.

With the exception of Oklahoma, the poor per-
formance for these states continued into 2006, as

1. Based on calculations from data provided in U.S. Department of Transportation, Federal Highway Administration, Highway 
Statistics 2006, Table VM-1, at http://www.fhwa.dot.gov/policy/ohim/hs06/pdf/vm1.pdf (June 9, 2008).

2. Robert Pirog and John W. Fischer, “Transportation Fuel Taxes: Impacts of a Repeal or Moratorium,” Congressional 
Research Service Report for Congress, May 7, 2008.

3. Although the highway program attempts to match spending with anticipated revenues, the 2005 $4.7 billion gap between 
trust fund revenues and spending was a consequence of revenues falling short of earlier projections and higher spending 
plans. SAFETEA-LU deliberately set spending levels higher than expected revenues with the expectation of drawing down 
the balances in the trust fund, which is expected to run out of money by FY 2009. These revenue and spending data 
exclude transactions with the mass transit account within the highway trust fund and some other excise taxes.

4. U.S. Department of Transportation, Highway Statistics 2006, Table FE-221, at http://www.fhwa.dot.gov/policy/ohim/hs06/pdf/
fe221.pdf (June 9, 2008). This link provides both the 2005 and the 2006 statistics.
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Table 1 reveals. For every loser pro-
viding a subsidy to other states, there
are more winners receiving these
interstate subsidies. Table 3 lists the
top eight winners in the federal high-
way trust fund misallocations.

What Table 3 reveals is that over
the past 50 years, the motorists of
Alaska have received nearly six times
more from the federal highway trust
fund than they paid into it. Apparent
from Table 1 is the exceptionally
regressive nature of the misallocation
of federal trust fund money. Note, for
example, that the poorer southern
states are subsidizing the much more
prosperous northeastern states.
Emblematic of this peculiar federal
policy is the fact that over the past 50
years, the motorists in the poorest
state in the union, Mississippi (0.919
trust fund return), subsidized those
in the richest, Connecticut (1.514
trust fund return).5

In terms of dollars and cents, the
inequity can be quite costly to the
states on the losing end of the flawed
allocation system. Table 4 offers a few
examples drawn from the 30 donor
states in 2006 to illustrate how much
less these states received in federal
highway spending because of the
inequitable nature of the federal
highway formula. Column two is the
percentage point difference between
the share paid in and the share
returned to the state from the trust
fund (from Table 1), while column
three presents the additional funds
that each state would have received
in 2006 had the state’s return share
equaled its share of gas tax revenues
flowing into the trust fund.

In contrast to these losing states—
all of which have been losers since
1956—there are 28 winners in 2006.

Alabama 1.960  2.041  1.041 1.977  1.988  1.006
Alaska 0.356  1.328  3.730 0.213  1.238  5.812
Arizona 2.100  1.694  0.807 1.665  1.573  0.945
Arkansas 1.262  1.380  1.094 1.320  1.247  0.945
California 10.023  8.710  0.869 10.179  8.934  0.878
Colorado 1.494  1.293  0.865 1.329  1.388  1.044
Connecticut 1.007  1.413  1.403 1.099  1.664  1.514
Delaware 0.265  0.471  1.777 0.282  0.412  1.461
District of Columbia 0.085  0.398  4.682 0.143  0.534  3.734
Florida 5.461  4.508  0.825 4.845  4.111  0.849
Georgia 3.934  3.237  0.823 3.535  2.968  0.840
Hawaii 0.248  0.472  1.903 0.253  0.709  2.802
Idaho 0.518  0.756  1.459 0.516  0.764  1.480
Illinois 3.771  3.489  0.925 3.850  3.694  0.959
Indiana 2.761  2.298  0.832 2.678  2.165  0.808
Iowa 1.275  1.192  0.935 1.269  1.274  1.004
Kansas 0.998  1.085  1.087 1.171  1.171  1.000
Kentucky 1.837  1.716  0.934 1.792  1.673  0.934
Louisiana 1.694  1.672  0.987 1.776  1.806  1.017
Maine 0.503  0.532  1.058 0.534  0.536  1.005
Maryland 1.740  1.580  0.908 1.755  2.002  1.141
Massachusetts 1.658  1.746  1.053 1.914  2.494  1.303
Michigan 3.095  2.938  0.949 3.535  2.958  0.837
Minnesota 1.826  1.626  0.890 1.647  1.743  1.058
Mississippi 1.319  1.474  1.118 1.306  1.200  0.919
Missouri 2.457  2.549  1.037 2.553  2.248  0.881
Montana 0.457  1.044  2.284 0.469  1.005  2.143
Nebraska 0.765  0.786  1.027 0.793  0.791  0.997
Nevada 0.857  0.788  0.919 0.621  0.716  1.153
New Hampshire 0.414  0.483  1.167 0.416  0.486  1.168
New Jersey 2.821  2.456  0.871 2.900  2.584  0.891
New Mexico 0.905  0.967  1.069 0.836  0.960  1.148
New York 3.929  4.640  1.181 4.540  5.157  1.136
North Carolina 3.018  2.635  0.873 2.979  2.441  0.819
North Dakota 0.320  0.676  2.113 0.345  0.659  1.910
Ohio 3.913  3.513  0.898 4.151  3.509  0.845
Oklahoma 1.559  1.731  1.110 1.676  1.404  0.838
Oregon 1.220  1.335  1.094 1.273  1.336  1.049
Pennsylvania 3.866  4.563  1.180 4.282  4.637  1.083
Rhode Island 0.241  0.632  2.622 0.291  0.609  2.093
South Carolina 1.771  1.569  0.886 1.674  1.389  0.830
South Dakota 0.366  0.762  2.082 0.367  0.702  1.915
Tennessee 2.432  2.160  0.888 2.387  2.100  0.880
Texas 8.765  7.423  0.847 8.156  6.552  0.803
Utah 0.849  0.822  0.968 0.770  0.931  1.209
Vermont 0.214  0.582  2.720 0.245  0.471  1.922
Virginia 2.851  2.554  0.896 2.689  2.621  0.975
Washington 1.837  1.860  1.013 1.847  2.224  1.204
West Virginia 0.668  1.257  1.882 0.761  1.339  1.760
Wisconsin 1.818  1.933  1.063 1.940  1.754  0.904
Wyoming 0.497  0.692  1.392 0.452  0.706  1.562

heritage.orgTable 1 •�B 2143

State Gains and Losses from Federal 
Transportation Trust Fund

Source: Highway Statistics 2006, U.S. Department of Transportation, Federal Highway 
Administration, Table FE-221, at http://www.fhwa.dot.gov/policy/ohim/hs06/pdf/fe221.pdf 
(June 9, 2005).
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Table 5 provides examples of the extra money that
several states received in 2006 because of the ineq-
uities in the system.5

Not surprisingly, given all of the publicity about
the infamous “bridges to nowhere,” Alaska is in a
class by itself in terms of excess benefits received
from the highway trust fund. In 2006, Alaska’s driv-
ers paid $120.1 million in fuel taxes and received a
staggering $505.4 million from the trust fund,
thereby earning the distinction of achieving the
most egregious inequity in the system.

Another troubling observation from Tables 4 and
5 is that the current system effectively required that
Texas drivers (2004 median household income of
$41,645) transfer $510 million of their federal fuel
tax revenues to drivers in Connecticut ($56,617),
Alaska ($52,141), and other recipient states during
FY 2006.

Another perverse consequence of the donor–
recipient misallocation is that most of the states on
the losing end are experiencing above-average rates

5. Mississippi was a recipient state in 2006, but this was largely due to the availability of additional funds to repair 
infrastructure destroyed by Hurricane Katrina.

heritage.orgTable 2 • B 2143

Biggest Losers in Federal Highway 
Program, 1956–2006
State Return Share: 1956–2006
Texas .803
Indiana .808
North Carolina .819
South Carolina .830
Michigan .837
Oklahoma .838
Georgia .840
Ohio .845
Florida .849

Source: Highway Statistics 2006.

heritage.orgTable 3 • B 2143

Biggest Winners in Federal Highway 
Program, 1956–2006
State Return Share: 1956–2006
Alaska 5.812
District of Columbia 3.734
Hawaii 2.802
Montana 2.143
Rhode Island 2.093
Vermont 1.922
South Dakota 1.915
North Dakota 1.910

Source: Highway Statistics 2006.

heritage.orgTable 4 • B 2143

Donor State Dollar Losses in 2006
Selected States
 Return Share FY 2006
State Deficiency* Dollar Loss

Texas –1.342 –$509,960,000
South Carolina –0.202 –$76,760,000
Ohio –0.400 –$152,000,000
Georgia –0.697 –$264,860,000
Indiana –0.463 –$175,940,000
California –1.150 –$437,000,000

Source: Calculations from Table FE-221, Highway Statistics 2006, and 
Table 1.

* In percentage points

heritage.orgTable 5 • B 2143

Recipient State Dollar Gains in 2006
Selected States
 Return Share FY2006
State Excess* Dollar Gain

Alaska +0.972 +$369,360,000
Connecticut +0.406 +$154,000,000
New York +0.711 +$270,180,000
Pennsylvania +0.697 +$264,860,000
Vermont +0.368 +$139,840,000
West Virginia +0.589 +$223,820,000

Source: Calculations from Table FE-221, Highway Statistics 2006, and 
Table 1.

* In percentage points
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of population (and motorist) growth and thus have
a greater need for more roads. By contrast, many of
those on the winning end are generally experienc-
ing slower-than-average population growth and
thus need fewer new roads.

Between 2000 and 2006, the U.S. population as
a whole grew by 6.3 percent, while donor state
Texas had a 12.9 percent population increase, South
Carolina had a 7.7 percent increase, and Georgia
had a whopping 14.4 percent increase. Among the
winning states, Connecticut’s population grew by
just 2.9 percent between 2000 and 2006, New
York’s by 2.1 percent, Pennsylvania’s by 1.3 percent,
and West Virginia’s by only 0.5 percent. Comparing
federal highway spending to a state’s total popula-
tion in 2006 reveals that each citizen of Alaska
received benefits equal to $754, while each citizen
of Texas received only $120.

Rectifying the Pervasive Inequities
As the last three columns of Table 1 illustrate, the

state-by-state inequities have been a long-standing
problem, and the donor states have periodically
attempted to organize in an effort to correct the
problem. Perhaps the most notable effort was the
one undertaken between 1996 and 1998 as Con-
gress was developing the highway reauthorization
bill (passed in 1998) that became known as TEA-
21. In advance of the 1998 reauthorization process,
more than 20 states—many in the South and
West—formed a coalition called STEP 21 and lob-
bied for a fairer system. In response, Congress made
what can best be described as cosmetic changes in
the bill. As the 2006 data presented in Tables 1, 2,
and 4 reveal, these “changes” were largely ineffective
in restoring any semblance of equity.

In the years preceding the enactment of the next
reauthorization bill in 2005 (SAFETEA-LU), a sim-
ilar coalition was formed. However, it was not as
well organized and accomplished little.

What this pattern of failure reveals is that efforts
to work within the system and modify the existing
program have little to show for themselves despite

halfhearted attempts to make the law fairer. While
resistance from those Members of Congress whose
states benefit unfairly from the program are one rea-
son that these inequities persist, elected officials in
most donor states have been timid in their efforts to
seek meaningful reform and have been content to
settle for a few trifling earmarks that add no addi-
tional money to their unfair formula allocations.

As an alternative to the failed work-within-the-
system approach, some Members of Congress have
proposed that the federal highway program be
ended and that the responsibility—as well as the
right—to collect the current 18.3-cents-per-gallon
federal fuel tax be restored to the states in a process
known as “turn back.” With the original goals of the
program fulfilled in the early 1980s with comple-
tion of the interstate highway system, the program
has since become a vast spoils system of which
Alaska’s bridges to nowhere are only one of more
than 7,000 earmark examples. Indeed, as a result of
the poorly conceived reauthorization in 2005
(SAFETEA-LU), roads traveled by the typical
motorists will receive only about 60 percent of the
federal fuel tax revenues that these hapless motor-
ists must pay into the system.6

Legislation to turn back the federal highway pro-
gram to the states was first introduced by then-Sen-
ator Connie Mack (R–FL) and Representative John
Kasich (R–OH) in 1996 during the congressional
debate leading up to TEA-21. Since then, several
other members of the House and Senate—most
recently Senator Jim DeMint (R–SC)—have reintro-
duced modified versions of this bill. None of these
bills has gone very far because of the reluctance of
the congressional delegations from, and govern-
ment officials in, the shortchanged states to push
the legislation.

Recognizing that Congress might be reluctant to
abandon a federal program that affords Members so
many earmarking opportunities, an alternative
would be to keep the program in its current form
but allow states to opt out in return for an agree-
ment to meet certain performance standards,

6. For information on the extent to which federal fuel tax funds are diverted to other purposes, see Wendell Cox, Alan 
Pisarski, and Ronald D. Utt, 21st Century Highways: Innovative Solutions to America’s Transportation Needs (Washington, 
D.C.: The Heritage Foundation, 2005), p. 170.
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including the maintenance and enhancement of
those segments of the interstate highway system
that are located within their borders. Beyond that,
opt-out states would be free to pursue transporta-
tion objectives in the best interest of their citizens,
while states that chose to stay in the program would
continue to have the benefit of guidance from the
Department of Transportation and from Congress.7

Conclusion
Although the current law does not expire until

September 2009, all of the interested trade associa-
tions and lobbyists representing the enterprises and
institutions that benefit from the tax are lobbying
Congress for new schemes to raise taxes and tolls on
motorists in order to fund privileged and influential
constituencies. These tax-using constituencies and
their lobbyists were the driving force in the develop-
ment of the last reauthorization bill.

However, a well-organized reform movement
could deter their counterproductive intentions dur-
ing the upcoming reauthorization. Specifically, in
order to end these inequities:

• Elected officials representing donor states should
refuse to support any transportation policy that
does not end the inequitable distribution of fuel
tax revenues within one year;

• Officials at the U.S. Department of Transporta-
tion should highlight this issue as one of several
key problem areas in need of the next Adminis-
tration’s attention; and

• Members of Congress representing donor states
should support a “turn back” policy that allows
each state to keep its own federal fuel taxes.

—Ronald D. Utt, Ph.D., is Herbert and Joyce Morgan
Senior Research Fellow in the Thomas A. Roe Institute
for Economic Policy Studies at The Heritage Foundation.

7. For details on both options, see ibid., pp. 163–182.


