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Good morning, Vice Chairman Schenendorf and other members of the Commission.  My name is 
Michael Walton and I am a professor of engineering and hold the Ernest H. Cockrell Centennial 
Chair in Engineering at the University of Texas at Austin.  I am also the 2006 chairman of the 
American Road and Transportation Builders Association (ARTBA).   
 
ARTBA, which celebrated its 100th anniversary in 2002, has over 5,000 member firms and 
member public agencies from across the nation.  They belong to ARTBA because they support 
strong federal investment in transportation improvement programs to meet the needs and 
demands of the American public and business community.  The industry we represent generates 
more than $200 billion annually in U.S. economic activity and sustains 2.5 million American 
jobs. 
 
Thank you for the opportunity to appear before this field hearing of the National Surface 
Transportation Policy and Revenue Study Commission to address the critical topic of how to 
meet the nation’s surface transportation needs.  While SAFETEA-LU directed the Commission 
to undertake a broad program of work, the topic of this panel is the fundamental question you 
have been charged with answering.  At the outset of this discussion, it is important to identify 
two key parameters for my remarks: 

• We must differentiate between meeting the nation’s short- and long-term needs and it is 
essential that both these scenarios be addressed today and in the Commission’s final 
report to Congress. 

• There are no easy answers, political or otherwise, that will produce meaningful 
improvements to the nation’s surface transportation network. 

 
Transportation Infrastructure Challenges 
Throughout the Commission’s deliberations to date, you have been exposed to vast amounts of 
information detailing the challenges facing the U.S. and its transportation system.  While I do not 



 2 

feel compelled to attempt to further convince the Commission of the magnitude of your task, I 
would like to highlight a recent event that I believe provides appropriate context for this 
discussion. 
 
The U.S. population officially hit 300 million at 7:46 a.m. E.D.T. one month ago today when the 
Census Bureau’s population clock rolled over to that figure.  It represented a 50 percent increase 
since 1968, when the population stood at 200 million. 
 
During that same time, the number of: 

• homes in the U.S. has grown from 67 million to 124 million—a 77 percent increase;  
• American jobs has grown from 68 million to 134 million—an 88 percent jump;  
• licensed drivers has almost doubled from 107 million to 199 million; and  
• Vehicle miles traveled on the nation’s highways has almost tripled, from one trillion to 

three trillion; while the number of lane miles of highway capacity has only grown 
only 12 percent.   

 
What are the impacts of this growth on America’s transportation network? 

• The number of vehicles traveling every day on each lane-mile of road in the U.S. has 
grown from 371 vehicles in 1968 to 1,015 vehicles today; and  

• As such, it is no surprise the average traveler in the U.S. today spends 48 hours per year, 
or six full working days, in traffic delays.  By comparison, in 1968, travelers spent less 
than 16 hours per year in traffic delays.  

 
The Census Bureau projects the U.S. population will hit 400 million people by 2043. 

Between now and 2043 based on current highway investment and usage trends, U.S. highway 
capacity will only grow nine percent, but traffic levels will swell by 135 percent to more 
than seven trillion vehicle miles traveled annually.  As a result, the average motorist can 
expect to spend 160 hours stuck in traffic delays, or the equivalent of four weeks each 
year—a 112 hour per year increase in lost time from the current level. 

In addition to the unacceptable toll the nation’s severe surface transportation capacity shortage 
imposes on personal mobility and the quality of life of individual citizens, the movement of 
freight and national emergency preparedness also are greatly impeded by inadequate 
transportation capacity. 
 
“The nation is entering the early stages of a freight transportation crisis,” says the opening 
paragraph of a recent report from the Federal Highway Administration (FHWA).  The report, 
“An Initial Assessment of Freight Bottlenecks on Highways,” says that bottlenecks are causing 
trucks more than 243 million hours of delay annually, costing nearly $8 billion.  “If the U. S. 
economy grows at a conservative annual rate of 2.5 to 3 percent over the next 20 years, domestic 
freight tonnage will almost double and the volume of freight moving through the largest 
international gateways may triple or quadruple,” says the FHWA report.  “Without new 
strategies to increase capacity, congestion at freight bottlenecks on highways may impose an 
unacceptably high cost on the nation’s economy and productivity.” 
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Over the last six years, several disastrous events have occurred in the U.S. that have further 
highlighted the importance of a reliable and efficient national transportation network.  Prior to 
the terrorist attacks on New York City and Washington, D.C., in 2001, and the evacuation of 
Gulf Coast states following Hurricanes Katrina and Rita in 2005, the role of transportation 
infrastructure in emergency preparedness efforts was often overlooked.  That mentality changed 
after these events.  While there are a great many operational strategies that can be employed 
during times of crisis to make the movement of people and freight more efficient, adequate 
capacity is also essential to ensure citizens can leave and responders can access impacted areas.  
This reality further reinforces the need to address the nation’s surface transportation capacity 
crisis. 
 
Appropriate Federal Role  
Incumbent in the effort to answer the question of how to address the nation’s surface 
transportation needs is an understanding of the role for various sectors with responsibility and 
ownership of this system.  As the Commission is charged with making recommendations to 
Congress about what federal policy and financing changes are necessary in pursuit of this goal, it 
is important to define the appropriate role for the federal government in addressing the nation’s 
surface transportation challenges.   
 
The U.S. Constitution provides a foundation for the federal role in surface transportation policy 
by giving Congress the responsibility of regulating commerce among the states and with other 
nations.  A national, coordinated system of well-maintained highways and bridges with 
intermodal linkages must exist in support of interstate commerce and commercial export.  The 
Constitution also requires the federal government to provide for the national defense.  To meet 
this responsibility, the federal government must ensure that efficient transportation facilities are 
available to expedite emergency military and industrial mobilizations and support civil defense 
needs and activities.  
 
In addition to this Constitutional direction, there are functional aspects to this question.  
Webster’s New World Diction defines holistic as “an organic or integrated whole [that] has a 
reality independent of and greater than the sum of its parts.”  This definition is the embodiment 
of what a national transportation system must be and underscores the need for the federal 
government to ensure a holistic approach to the nation’s transportation challenges is 
implemented.   
 
The value of one state’s roadway network or one city’s public transportation system is greatly 
diluted if it is viewed in isolation.  Integrating these facilities into a national transportation 
network, however, can facilitate economic growth for a region, provide citizens with unimpeded 
mobility, and ensures national objectives, such as public safety, are addressed.  For example, a 
major metropolitan area with a successful public transportation system achieves more than just 
mobility for users of that system.  Freight shipments to and from this area by highway are also 
greatly enhanced by the reduced roadway congestion facilitated by a successful public 
transportation system.  As a result, businesses in that area and across the nation are more 
productive due to the opening of this market that is realized because of a local transportation 
solution.   
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This reality is further quantified by the Commodity Flow Study produced by the Bureau of 
Transportation Statistics and the U.S. Census Bureau.  According to the 2002 edition of this 
report, the latest data available, $6.2 trillion of product shipments, or 74.3 percent, of the $8.4 
billion value of all product shipments in the U.S. in 2002 was carried by trucks over the nation’s 
highways.  In addition, $1.1 trillion or 12.8 percent of the value of shipments went by private 
courier or the U.S. Postal Service, or by a combination of truck and water or truck and rail.  In 
all, then, more than 87 percent of the value of shipments involved truck transportation on the 
nation’s highways. 
 
Comparing the 1997 and 2002 Commodity Flow Surveys, the fastest growing mode for shipping 
products was truck transportation.  The value of shipments by truck grew 26.3 percent during 
that 5-year period, compared to 15.6 percent for air freight, 17.9 percent by water, and an actual 
decline of 2.5 percent for shipments by rail.  
 
Of the $6.2 trillion of product shipments by truck, only $2.8 trillion or 44.4 percent 
remained in the same state where they originated.  The other $3.5 trillion or 55.6 percent 
was shipped to destinations in other states.  For the average state, then, shippers depend 
more on highways in other states than in their own.   
 
Shippers in some states are far more dependent than average on highways in other states.  
For example, in Arkansas, Delaware, Indiana, Iowa, Mississippi, New Hampshire, Rhode 
Island, South Carolina, Tennessee, and West Virginia, more than 70 percent of the value of 
product shipments by truck go out of state.  For another 16 states, the value of truck 
shipments that depend on out-of-state highways exceeds 60 percent. This includes such 
large states as New Jersey, Wisconsin, Ohio, Oklahoma, Pennsylvania, Georgia and 
Missouri. 
 
Despite this clear economic interdependence among the states, some continue to suggest the 
federal role in building and maintaining the nation’s highway network should be in large part, or 
entirely, turned over to the states.  These “devolution” proposals are grounded in perceived 
equity concerns and fail to recognize the value each state receives from being able to ship its 
products reliably and efficiently beyond its own borders.   
 
Under a devolution proposal, such as legislation introduced in 2006 by U.S. Senator Jim DeMint 
(R-S.C.), the federal motor fuels tax would be reduced or repealed entirely.  While a handful of 
states have laws that would require an automatic increase in their own state gas tax 
commensurate with any decrease in the federal motor fuels tax, the vast majority of states would 
be required to pass separate legislation generating new revenues for surface transportation 
investment or face a cut in overall surface transportation funding.  It should be noted the federal 
government on average over the last two decades has accounted for 43 percent of highway 
capital funding and provided almost 40 percent of transit capital expenditures in 2004.  As such, 
maintaining current surface transportation investment levels under a devolution scenario would 
require the average state to increase its own state gas tax by 18.4 cents per ga llon or develop 
some other mechanism to generate an equivalent level of investment.  The alternative would be a 
patchwork of state transportation systems with varying levels of performance on key segments. 
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In summary, the United States has a national economy that will only function efficiently with a 
holistic national transportation system.  Individual states do not compete with China or the 
European Union and it is not the responsibility of individual states to ensure mobility beyond 
their borders.  These are clear federal responsibilities and only through federal leadership will the 
benefits of our nation’s surface transportation network be maximized. Continuing and enhancing 
the federal government’s responsibility for the development and maintenance of the nation’s 
surface transportation network, therefore, is essential for ensuring a comprehensive and effective 
approach to addressing the nation’s transportation challenges. 
 
Short-Term Challenges and Solutions  
With the need for a strong federal surface transportation commitment clearly established, it is 
appropriate to begin defining the nature of those challenges and potential solutions.  As I 
mentioned at the beginning of my testimony, it is important to differentiate between short- and 
long-term challenges.  The short-term challenges facing the federal surface transportation 
program are twofold: a rapidly declining Highway Trust Fund balance; and surface 
transportation infrastructure needs that far exceed available revenues. 
 
The Safe, Accountable, Flexible, Efficient, Transportation Equity Act: A Legacy for Users 
(SAFETEA-LU) of 2005 finances its highway and transit investments by utilizing all current 
cash flows into the Highway Trust Fund and drawing down the trust fund’s unexpended cash 
balance.  The Highway Trust Fund balance is expected to be depleted by the expiration of 
SAFETEA-LU in FY 2009, if not before.  The Bush Administration’s FY 2007 budget 
submission to Congress estimated that by the end of FY 2009 the balance in the Highway Trust 
Fund’s Highway Account would be negative $2.3 billion.  The Administration’s FY 2007 budget 
mid-session review, released in July, however, included a somewhat improved Highway Account 
balance estimate of negative $600 million by the end of FY 2009.  Figure 1 below demonstrates 
this situation over the life of SAFETEA-LU.  It should be noted the Highway Trust Fund’s Mass 
Transit Account balance is projected to remain positive throughout the life of SAFETEA-LU, but 
it is estimated to be negative in FY 2010 under the current financing structure.  While a potential 
negative balance in the Highway Account may need to be addressed, it is not the most serious 
short-term trust fund financing challenge. 
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Figure 1 
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In SAFETEA-LU’s final year, Highway Trust Fund Highway Account revenue collections are 
projected to be $36.7 billion; the guaranteed federal highway investment for that fiscal year is 
$41.2 billion.  As such, an immediate $4.5 billion in new annual revenues would be necessary 
just to maintain FY 2009 highway investment levels in FY 2010, with even greater resources 
being needed to maintain purchasing power and address documented highway and bridge needs.  
Figure 2 below clearly demonstrates the differential between SAFETEA-LU highway investment 
and future revenues.  
 
Figure 2 
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The combination of no Highway Trust Fund balance to further draw down and a major 
differential between FY 2009 spending and FY 2009 revenues will force policy makers to choose 
among a series of unappealing options at the onset of the next reauthorization of the federal 
surface transportation programs: cut federal highway investment by $4.5 billion in FY 2010; 
abandon the relationship between Highway Trust Fund revenues and spending by transferring 
funds from other areas of the federal budget to the surface transportation programs;  or increase 
Highway Trust Fund revenues. 
 
As we discuss the clear challenge presented by the Highway Trust Fund’s looming cash crisis, 
we should not lose site of the fact that annual federal highway and transit investment is well 
below currently documented system needs.  I recognize a major component of the Commission’s 
work to date and in the near future will be a true quantification of these needs and ARTBA looks 
forward to working with the Commission to develop this analysis.  For purposes of discussion, I 
would point out a recent analysis of the highway and public transportation capital needs by the 
U.S. Chamber of Commerce concluded an additiona l $23 billion in federal investment is 
necessary each year to simply maintain current conditions and congestion levels on these 
systems.  ARTBA has long believed these metrics should serve as the minimum federal 
investment targets. 

    
There are a number of financing options available to Commission members and federal policy 
makers to address these challenges.  Among these are: 

• Increasing the federal motor fuels tax and other Highway Trust Fund revenue sources—
the motor fuels tax has been proven to be the most effective, reliable and equitable means 
of financing surface transportation improvements.  It could also be implemented very 
rapidly as the collection and expenditure mechanisms are already in place.  While 
increasing Highway Trust Fund user fees is considered by some to be politically difficult, 
ARTBA believes it is the logical, first choice and simply a matter of political will. 

• Tolling/Privatization— tolls and private capital contribute about 4.5 percent annually to 
the total revenue pool currently available for U.S. highway program investments.  Much 
of this revenue is used for debt service.  While there is potential to expand the application 
of tolling in the U.S. and to attract even more private capital to highway investments, 
objective research suggests these methods alone cannot realistically be anticipated to 
raise the amount of revenue necessary to substantially close the existing highway capital 
investment gap.  As such, while they should be promoted and encouraged, they should 
not be overemphasized as solution to meeting future funding needs.  It is also imperative 
that revenues realized by public entities through the sale of concessions be reinvested 
only in transportation infrastructure programs.   

• Eliminate all Highway Trust Fund Exemptions—certain entities are provided exemptions 
from paying federal motor fuels taxes.  According to the U.S. Department of Treasury, 
these exemptions collectively amount to $1.2 billion per year in foregone HTF revenues.  
As such, eliminating these exemptions would generate over $7 billion in new HTF 
revenues to finance highway and public transportation improvements during the life of 
the next reauthorization bill. 

• Debt Financing—mechanisms by which federal tax exempt or tax credit bonds are issued 
with the proceeds from these sales targeted exclusively for transportation infrastructure 
projects are a viable opportunity to generate new federal resources.  These proposals, 
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however, must be carefully crafted and include several specific components to ensure 
their success.  During the SAFETEA-LU debate, however, debt financing proposals were 
opposed by the U.S Treasury Department on the grounds of interfering with existing 
Treasury bond issuances. 

• General Fund Transfers—some have suggested dedicating federal general fund dollars to 
fund surface transportation improvements.  This proposal would eliminate the user fee 
financing structure of the current system and is not realistic due to the increasing federal 
deficit and high demand for domestic discretionary revenues throughout the federal 
budget. 

 
Mr. Vice Chairman, as I stated at the beginning of my testimony, there are no easy answers to 
the nation’s transportation challenges.  As Commissioners review the short-term options 
available to generate the revenues clearly needed to prevent dramatic highway investment cuts 
and meaningfully address the needs of the nation’s surface transportation network, there are no 
alternatives without political difficulties.  Tha t said, not all of the available options would 
achieve these goals.  The central decision for the Commission and for policymakers involved in 
the next reauthorization bill will be between choosing alternatives that meet the nation’s 
transportation needs or alternatives that are politically acceptable. 
 
ARTBA believes an immediate increase in the federal motor fuels tax must be enacted as the 
foundation for beginning to address the nation’s surface transportation infrastructure needs in the 
short term.  Based on ARTBA’s analysis of the 2004 U.S. Department of Transportation’s 
Conditions and Performance Report, a total fuels tax increase of between 12 and 13 cents per 
gallon would be necessary to maintain the current physical conditions and system performance 
of the nation’s highway and transit network—this amount would decrease if a fuels tax increase 
is combined with other alternatives to support highway and transit improvements.  We also 
believe the federal motor fuels tax should be linked to the Consumer Price Index to ensure the 
purchasing power of this revenue stream is maintained in the future.  
 
ARTBA also recommends the current Highway Trust Fund exemptions be eliminated.  This 
proposal was supported in the Bush Administration’s FY 2006 budget and included in the Senate 
version of the 2005 highway and transit reauthorization bill.  Enactment of this recommendation 
prior to the reauthorization of SAFETEA-LU would provide revenues to stabilize the Highway 
Trust Fund’s Highway Account balance until a comprehensive financing structure could be 
debated in the 2009 reauthorization of SAFETEA-LU. 
 
Furthermore, ARTBA believes the federal government should continue to promote the use of toll 
financing and encourage private sector capital to further enter the U.S. transportation 
construction market.  As it is difficult to estimate the level of transportation improvements these 
two options could support in the short-term, they should be viewed in the appropriate context as 
supplements to the core highway and transit programs. 
 
ARTBA urges the commission to proceed with a composite of recommendations to address our 
short-term transportation challenges.  By pursuing a multi-pronged approach, the level of 
reliance on any one of the available options would be kept to reasonable and attainable levels.  
These options would also generate meaningful improvements and provide an opportunity for the 
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nation’s transportation system to operate in a sustainable and efficient manner while a long-term 
transportation financing mechanism is implemented. 

  
Long-term Challenges and Solutions  
To ensure the long-term political viability of the federal surface transportation program, it is 
essential that a clear federal mission be articulated.  In the 1950s, the federal government 
embarked on a major initiative to build the Interstate Highway System.  This objective 
transcended parochial concerns of individual states and provided a clear sense to the public about 
the value of their financial contributions to a national transportation system.  Unfortunately, in 
recent years the federal objective in surface transportation policy has been perceived to be less 
directed—even though the “Commodity Flow” studies demonstrate the absolute necessity of the 
current federal investment programs. 
 
ARTBA initiated a SAFETEA-LU Reauthorization Task Force in September 2005—
approximately one month after SAFETEA-LU was enacted.  One of the fundamental tasks of 
this group has been to address the specific question of how to strengthen the federal role in 
federal surface transportation policy. 
 
A consistent theme in the last three federal surface transportation program reauthorization bills 
has been increased flexibility for states.  While the importance of giving states and localities the 
tools and autonomy to meet their unique needs cannot be argued, this has come at the expense of 
a clear federal mission in transportation policy.  A handful of new programs have been 
established in the last two reauthorization bills that attempt to address truly national objectives.  
These attempts at bolstering the federal role in transportation, however, have been significantly 
underfunded and diluted by the perennial fight over highway funding formula returns. 
 
The ability to move freight efficiently and securely and respond rapidly to national emergencies 
is largely dependent on the adequacy of the nation’s surface transportation infrastructure 
network.  It is imperative to recognize, however, these are true national challenges that require 
national solutions.  In both freight movement and emergency preparedness, a systemic approach 
must be taken that transcends the borders of individual states or regions.  While freight 
movement and emergency preparedness represent their own distinct challenges, developing an 
infrastructure network that allows the reliable movement of freight would provide the 
transportation capacity and redundancy necessary for effective responses to national 
emergencies. 
 
There is currently no national strategy to facilitate the efficient and secure movement of freight 
and the scope of this challenge is beyond the ability of an individual state or local planning 
authority to address.  While several programs have been created that are related to this challenge, 
such as SAFETEA-LU’s trade corridor and projects of regional and national significance 
programs, they do not provide the comprehensive approach necessary to deliver a national 
freight movement system that will allow the U.S. to retain and improve its global 
competitiveness.   
 
As such, ARTBA strongly recommends revising the structure of the federal surface 
transportation program to consist of two separate, but equally important components: 
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• The current highway and transit programs must be significantly better funded through the 

existing user fee structure and reformed to address future safety and mobility priorities.  
They should focus attention and resources on upgrading and protecting the nation’s 
enormous past investments in surface transportation infrastructure. 

 

• The federal government must initiate a new program, funded with new, “fire-walled” 
freight-related user fee mechanisms, that over the next 25 years that will greatly expand 
the capacity of the nation’s intermodal transportation network.  Its centerpiece will be the 
initiation of a well- funded “Critical Commerce Corridors Program” (3C) aimed at 
improving U.S. freight movement and emergency response capabilities. 

 
The first component of this new federal structure was largely addressed in my earlier testimony 
which identified specific methods to allow the current federal highway and transit programs to be 
better funded and more effective in the short-term.  As the goals and structure of the current 
federal surface transportation program are well understood, I would like to elaborate on the 
proposed new 3C initiative. 
 
The goals of this new program would be to provide: superior military and emergency transport 
capabilities; enhanced provision of goods and services that powers the economy and provides 
American citizens with increased discretionary income due to reduction in transportation costs; 
and a superior U.S. position in the global business environment.  We envision the structure of 
this program being centered around a set of roadways or other surface transportation facilities 
that have been deemed in need of upgrading or expansion to ensure the movement of freight.  
The responsibility for the identification of these segments of the surface transportation network 
should be given to a federal official or entity with expertise in transportation infrastructure and 
freight logistics.  Once these critical corridors have been identified, the federal government, in 
coordination with state departments of transportation, should begin the process of funding the 
improvements necessary to ease the flow of freight. 
 
The “3C Program” should be funded separately from—and different ly than—the current Federal-
aid Highway Program.  It should be user fee funded.  Rather than being dependent on current 
excises, the “3C Program” will draw financial support from a combination of new user fees 
imposed on the shipment of freight and developed by the U.S. Secretary of Transportation.  Such 
fees could include: annual federal automobile and truck registration fees that are weight-based; a 
federal freight transaction fee paid by businesses moving freight by truck; national freight 
transfer station entrance/use fees; federal customs fees; or imposition of federally-endorsed tolls 
where appropriate and realistic.  To ease the acceptance of these fees by the freight community, 
it is imperative for the fee structure to be equitable and commensurate with the value derived 
from the more efficient movement of freight. 
 
It is also essential the funding for this initiative be “firewalled” from existing Highway Trust 
Fund revenues to emphasize the need to address both the national issue of freight movement and 
the critical regional and local priorities targeted by the core federal highway and transit 
programs.  This segmentation of financing sources would also assure shippers paying the new 
freight dependent user fees that these revenues would be exclusively dedicated to projects that 
benefit their direct interest. 
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The result of this type of initiative would be a national strategy to dealing with the growing 
challenge of efficiently moving freight.  This is a challenge that is about more than congestion, 
bottlenecks and delayed deliveries.  It is about securing America’s place in the global 
competitive market.  Other countries with aggressive economic objectives recognize the need for 
a strong transportation infrastructure foundation.  For example, China is dramatically upgrading 
its highway infrastructure with the goal of connecting all 31 provinces.  If we fail to address this 
challenge in a meaningful way, our position as world economic leader may be at risk. 
 
Admittedly, this proposal will require transportation planners and stakeholders to accept a 
dramatically different version of the federal surface transportation program.  We also recognize 
any proposal that calls for increased financial contributions from system users will be met with 
resistance from some.  These concerns, however, pale when compared to the more fundamental 
question of “Is the status quo working?”  Any reasonable analysis should lead to the conclusion 
that something different must be done.   
 
New Paradigm Needed 
Mr. Vice Chairman, other member of the Commission, our nation’s surface transportation 
infrastructure network is at a crossroads.  We are facing major transportation challenges in the 
short- and long-term.  Existing financing mechanisms are failing to keep pace with growing 
demands not because they represent an outdated or ineffective model, but because of purely 
political externalities.  The hard reality remains that, no matter how it is structured, a solution to 
the nation’s surface transportation challenges must include additional investment.  
Transportation infrastructure improvements cost money and the longer they are delayed, the 
more they will ultimately cost.   
 
The nation’s transportation challenges, however, are not insurmountable.  We must utilize all 
available options to meet these needs and we must do so in a holistic manner that recognizes our 
surface transportation infrastructure network is a true system of interrelated pieces.  In keeping 
with this requirement, the federal government must play a leadership role, not only in promoting 
alternatives, but in delivering tangible resources and direction to meet the nation’s surface 
transportation needs. 
 
I commend each of you for devoting your time, energy and expertise to this monumentally 
important task.  On behalf of all members of the American Road and Transportation Builders 
Association, we stand ready to assist you in fulfilling your mission. 
 
Thank you again for the opportunity to appear before you today.  I would be happy to answer 
any questions you may have regarding my testimony. 
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Mr. Taylor was one of the lead investment bankers on the 1995 revenue bond financing for the 
E-470 Toll Road Project in Denver, Colorado – a transaction recognized by Institutional Investor 
magazine as a “Project Finance Deal of the Year.”   He also helped develop and implement the 
financing strategy for the private consortium that was selected by the Port Authority of New 
York and New Jersey to develop, construct and operate a new international air passenger 
terminal at Kennedy International Airport.  He has served as a lead investment banker for two 
not- for-profit organizations created to construct and operate toll facilities and has structured debt 
financings for private toll road owners in Virginia, Texas, and California.   
 
Prior to joining Mercator Advisors in 2006, Mr. Taylor worked as an investment banker for a 
total of 19 years in the Public Finance Departments of Bear Stearns, Lehman Brothers, and 
Smith Barney.   
 
He graduated from the Massachusetts Institute of Technology and received a Master of Public 
Policy degree from the Kennedy School of Government at Harvard University. 
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Statement of 
 

James T. Taylor II 
Principal, Mercator Advisors LLC 

 
National Surface Transportation Policy and Revenue Study Commission 

New York City Field Hearing 
November 16, 2006 

 
“Meeting the Needs” 

 
 
Members of the Commission: 
 

My name is Jim Taylor and I am a Principal of Mercator Advisors LLC.  Mercator helps 

project sponsors map out strategies for leveraging public and private sector resources for 

major infrastructure projects and capital programs.     

 

Prior to joining Mercator, I worked as an investment banker for 19 years and had the 

opportunity to structure debt financings for several major projects developed through public-

private partnerships, including many start-up toll road facilities and the international air 

passenger terminal at Kennedy International Airport.  I also served as a member of the 

Transportation Research Board committee that produced the report "The Fuel Tax and 

Alternatives for Transportation Funding" referenced in your authorizing legislation. 

 

My prepared comments today focus on one of the questions posed to this panel:  What is the 

case for continued federal funding of transportation infrastructure?   

 

Given the magnitude of the investment needs in the surface transportation area, one could 

argue that there really is no viable alternative to continued federal support in the short term.  

According to the National Chamber Foundation, an additional $500 billion may be needed 

through 2015 just to maintain the condition and performance of the nation's existing highway 

and transit systems.  There may be some who believe that it is time for state and local 

governments to assume more responsibility for transportation, but if Congress can't muster the 

political will needed to raise motor fuel taxes, one has to question whether 50 state 
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legislatures will rise to the occasion, impose a net increase in gasoline taxes (or provide other 

funding), and then dedicate the resources to maintaining and reconstructing existing federal-

aid infrastructure. 

 

Even if one ignores the practical issue of how we address short-term needs, it seems 

reasonable to suggest that the federal government should at least continue to play a significant 

role in preserving and enhancing the capital assets it has already helped to create, namely the 

interstates and other roads in the National Highway System.  With the federal budget deficits 

and fierce competition for limited federal resources though, even that premise has been 

questioned.   

 

So where does that leave us?  For many, the answer is to create a bold new vision for the 

federal surface transportation program that will inspire the type of broad-based political 

support generated 50 years ago for construction of the interstate highway program.  

Establishing a new mission statement for a federal agency in order to justify or rationalize 

further funding is not new - NASA was in a similar position after the loss of the Space Shuttle 

Columbia - but it is important to recognize that with regard to transportation infrastructure in 

the U.S., the federal government does not then implement the game plan.  State, regional and 

local governments decide when, where and how improvements will be made.  Concepts like 

"unleashing the private sector" and "harnessing the power of the marketplace to reduce traffic 

congestion" will be empty rhetoric if those entities do not support the federal objectives or 

lack the resources to carry them out.    

 

Any vision for America's transportation future has to be built upon a realistic assessment of 

where we are today, not just an idealistic view of where we want to be 25 or 50 years from 

now.  That means acknowledging that the federal-aid concept adopted in 1916 and the 

Highway Trust Fund approach implemented in 1956 are not "broken" and that they have, in 

fact, served us well.   

 

In order to make significant progress on developing alternative funding sources and 

mainstreaming innovative finance strategies, we need to fix what we have first.  As an 
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investment banker, I had to tell numerous clients that their projects were not financially 

viable.  In many of those cases, it was because of deficiencies in the existing transportation 

network.   Express toll lanes don't work if they also have to cover the cost of improving the 

adjacent general purpose lanes.  Truck tollways offer little value if they simply rush the users 

to the next bottleneck.  By improving existing infrastructure, we can strengthen local 

economies and build public confidence in government - two important factors in any project 

financing initiative.   

 

There are several other areas related to financing and project development where I believe 

that the federal government can make significant contributions, but in the interest of time and 

clarity, I will conclude with this:   

 

Everyone understands how difficult it will be to convince Congress to increase fuel taxes, but 

we can't afford to abandon that effort and let people think that it will be possible to address 

critical mobility needs if we don't first protect our investment in existing infrastructure. 

Strengthening the federal-state partnership and providing a dedicated, predictable, source of 

funding for the federal share of baseline investment needs, is the best way to foster an 

environment where innovation and creativity can truly blossom.   

 


