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FEDERAL AID AS A ROAD BUILDING POLICY \
DO SOME STATES PAY MORE THAN THEY RECEIVE? -
Section III
By Thos. H. MacDonald, Chief,
and

4. S. Fairbank, Assistant to the Chief,
U. §. Bureau of Public Roads

In the prec..ing sections of this article we have ex-

plained the operations of the Federal-aid i)lan of highway 1nx- ,
provement, and pointed out that the participation of the Federal .
Government under the conditions of highway transport at present e
prevailing is in no sense to be considered as gratultous a:ui to

the States. On the contrary, it is an effort to accomplish a»

distinctly Federal purpose - the balanced improvement of a lim— 0
ited interstate highway system, and to do so cooperatively wi
the States whose-interests-in-the -selected system are e ;’ ’
the Governmenit's,

It has been shown that this Pederal activity, is not i
some-have contended an invasion of the functions of ths Sta v
that it is thoroughly constitutional; and that the g;;péﬁ' .
of the Federal appropriations amoné the several ,k.Sta.i;é‘sF;‘ un
the statutory prescription is remarkably in accord vithi;h:e
for expenditure as indicated by the varying dansityaftr
on the sections of the system within the re*sgéétivav‘,Stéizés#;: "

By the traffic test -~ the only proper one - so:na of thek

States are found to fare samewhat more fertunately tha;n othars’
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in the Federal apportionment; dbut witﬁout exception the Stﬁf@é-
which the principal opponents of the Federal-aid pd111&7béfi§f9 Iﬁ
to be inadequately aided are shown by this test to benefit‘5§:
the Federal appropriations in reasonable proportion teo their

relative needs.

It is the contention of these opponents - a small group

that no State should receive a lesser proportion of the'Feaéral?f“x

road appropriations than the proportion of the total iﬁterﬁéfzf
revenue it pays into the Federal Treasury.

Those who hold this view fail to grasp, or lsnore, the
interstate significance of the Federal highway expenditures}
they disregard the common benefit of all the States in having
a well articulated interstate system of highway communicatian' .

they ignore the fact that Federal taxes are collected and dis-~

bursed to accomplish Federal purposes and that they are §ai§ff%
by individuals as citizens of the United States and not-ﬁy;tia{f
States or by their residents as citizens of the St&tqéi€ Tﬁ§?‘
regard these considerations as of no force and hold to ﬁhgifi}]i
simple doctrine that no State should be required to pgj]fé¥¥ k
improvements made beyond its own borders. .

| The majority of those objectors have the State of ﬂ§§
York in mind. More thn s fourth of the total emount af in- -

teruoeal revenue is collected in that State, and it receives ef
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the Federal-aid appropriations only a twentieth., It is ﬂdlaime@;
that this is conspicuously unjust. But, if there is mer‘i»t'. m
the principle at all, then all States in which the réféiiue col-
lected is a greater proportion of the total than the propox"ticiv#fi
of the Federal-aid appropriations they receive, are also unjustii
treated. | ;
The States which, on this basis must be inciuded with
New York, are shown in the following tabulation with the yeemtmﬁ€
ages of the internal revemue collected in them"ami‘ the percénfé&t
of the Federal-aid appropriations they receive, All other St:a,tﬁe:;;
receive a percentage of the Federal road appropriations grea,tep:"

than the percentage of the internal revenue collected from them.

Percentage of Percentage of

Internal Revenue Pederal-aid apportionme

State Receipts, fiscal fiscal year, 1929

year, 1927 f
California 4,87
Connecticut 1.26
Delaware 54
. Florida 1.55
Illinois 7 .59
Maryland 1.13
Massachusetts 4,00
Michigen 6.51
New Jersey 3,98
Now York 26,35
North Carclina 7.18
Ohio . 5,14
Pennsylvania 9.03
Virginia 2.76

Total 82.29
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As shown by the table, over 82 per cent of thefﬁétg;" .

internal revenue for the fiscal year 1927 was collected,in;
these fourteen States, and the same States received onlyfﬁéxl,ﬁ
per cent of the Federal-aid apportionment for the fiscal yegx;  "“
1929, Those who object to this situation de so on the graund“
that the States are entitled to a return of Federal appfqp?if_r
ations in the same ratio as their tax collections. z :
What s wrong with this objection? Perhaps the begi-.; 't
answer to that question is to see what would happen if thQ‘ 
basis of apportionment were revised accordingly. If that were
done the fourteen States listed would receive 82.29 per cenﬁ
of all Federal-aid road appropriations, and if the revised
basis had been established with the first appropriation, b&;f 'i

now they would have received $674,000,000 of the total of   ;f

$817,635,000 thus far apportioned. Since the aggregaterlegg$h  o

of the 7 per cent system in these States is 49,509 miles, the

apportionments to date, if they had been made on th;siéégi
would amount to an average of $13,600 a mile, whereas‘tgg
34 States would have received only $950 for each of th§‘1§; oggj;;
miles of éhe remainder of the 7 per cent syStem,, va§gu§' l L
such an apportionment would be wholly in“°n515t9?tfﬁiﬁb;§??7,gff’

relative highway requirements of the two groups‘of:State§;jftf
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New York vs. Pennsylvania

But, perhaps we can show the defect of the proposalsizﬂl
more clearly by comparing two States in the group from’whibhi;i;é
there are large tax collections. Suppose we take New York a.nd ,
Pennsylvania, They are neighboring States. The character and. .
weight of their traffic is much the same. The seme kind of road
improvement is required in each State; and practically thesame |
kind is being provided. On the existing basis of apportionmant
New York has received to date $7,200 per mile of its s’jstemgai;d
Pennsylvania has received $6,040 per milé, amounts whir;h are | ) ’
very consistent with the respective requirements. But, 1f‘eb.c}; ;
State had shared ounly in the proportion of the taxes collected
in them, New York would fxave received by this time nearly
$38,000 for each mile of its 7 per cent system and Pennsylva;h,j’.g :
would have received less than $12,000 per mile for the impreve-
ment of its system. ’ s

Apply another test. If the Federal revenues Shonld, be ,

expended only in the States from which they are collected, them

presumably, they should be expended in only those parts af’&he
States from which they are collested. Let us see wha“t woul& ~
happen to New York if the argument were followed to this logir.a.l;‘kif
conclusion. The internal revenue taxes are collected in New Yark

at six offices, of which one is in Brooklyn, two are on manhattan
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Island, one in Albany, one in Syracuse, and one in Buffalo, -

The total tax collected by these six offices in the fiséal S '
year 1927 was $755,079,237.01, Of this sum the three offidési  *:':v7;
in the City of Greater New York collected $627,478,603.,93,

every penny of which was collected within the city limits

where there are no Federal-aid roads at all; and the other -
offices collected from the rest of the State only $127,600,633}08,53‘??
an amount which is only 4.5 per cent of the total for the qoun—J

try at large. If an equal percentage of the Federal-aid quro—’
priations had been apportioned to the State from the beginning

of the work it would have received by now only $36,800,000, or
approximately $6,400 per mile of its 7 per cent system, Actu~

ally the State has received $7,200 per mile on the existing

basis.

Of course, those who complain that this or that Stote

pays more than it receives utterly ignore the nationpal objects

of the expenditure - the connection of State with State,,tbe

construction of transcontinental highways over the mountaiﬁ',
passes and across the desert spaces of the West, the building; .'~
of roads for national defense. Ti;ley overlook the fact tha.t -
from the national point of view the need for Féderal‘exPendiu -
ture is not gauged at all by the wealth of the Stateés nor by

their tax contributions, but rather by the area to be spannsd,
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and the milcage to bec built, and the traffic to be acccmmodatéd;f °ﬁ?

All these things they fail to take account of; and iﬁgistﬁonly~yiﬁi{ﬁ

that if there is to be any Federal expenditure at all, no State
should benefit in lesser proportion than the percentage of in-

ternal revenue collected from it.

Internal Revenue Not Paid Where Collected

Assuming that the general premise were sound, the,stati$»  y;_
tical basis upon which the effort is made to show vthat,cei?iaiz; =
States are taxed beyond the return they receive is grossly mis-
leading,

Those opposed to the Federal-aid policy on this ground
assume that the internal revenue collections reported as re-
ceived from the several States represent taxes paid by the
citizens of the respective States. The assumption is incor~
rect.

There are several varieties of internal revenue, 6f
which the following are the principal forms: Income taxes of;
 individuals and corporationé; taxes on estates; taxeéjon disf ;f
tilled sﬁirits and alcoholi; beverages;‘takes on téﬁaccb‘agd
tobacco manﬁfactures; taxes on oleomargarine and adulterated’
or renovated butter; stamp taxes on stocks and bonds.aﬁd play~
ing cards; manufaciurers! excise taxes on motor vghicles,'v

pistols, and cercal beverages, narcotic taxes; and taxes:on
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theatre admissions and club dues. Of these several kinds of
taxes the only ones which it is safe to assume are paid;byi o
citizens of the States in which they are collected, are the
individual income taxes and the taxes on theatre tickets and
club dues. | k

The corporation income taxes are collected wherever
the business 6ffices of the corporations may be, but they are
ultimately paid by the stockholders whose homes may be, and
often are far removed from the place of tax collection."Thé
taxes on various kinds of manufactured articles and commodities
are collected where the manufacturers have their offices. They
are ultimately paid ty consumers all over the land. ZEven the
estate teaxes may often be paid by legatees residing elsewhere
than the State in which the taxes are collected.

If the intemal revenue collections of the variouS‘Staxé§. "

are examined with these facts in mind it becomes apparent at”i f

once that there are wide differences between the amounts collegﬁ'”'

ed in each of the States and the amounts paid by their citizensﬁ

For example: Two of the fourteen States l1sted above aa
showing a percentage of internal revemue receipts greater than
their respective percentages of Federal-ald apportionment are
¥orth Carolina and Virginia. The total recelpts fram Rbrth

Carolina in the fiscal year 1927 were $205, 651,675, an amcunt
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that was exceeded only by the receipts from New York, Penps&lvénia;f ~
and Illinois. It represented over 7 per cent of the téta;‘re-:'“ '*V
ceipts from the entire country, whereas the percentsge of’?edefai¥if{f
aid apportionment to the State was only 2.35. On exeamining the
source of these receipts, hoﬁever, we find that thoy include
tobacco taxes of $185,941,504 which, although they are collected
in the State, are actually paid by consumers in every State. Thigf,fﬁ

amount should obviously not be credited to North Carolina, and .

if it is deducted the balance - which still includes somefrévenue*-Vif
for which the State should not be credited - is less than46ne‘per'w
cent of the total internal revenue collected during the’year, a
proportion considerably less than the State'!s Federal-aid per-
centage.

A similar examination of the Virginia receipts shows that
the tobacco tax produces nearly $58,000,000 of the State's total
receipts of a iittle over $79.000,000; and the balance is less
that one per cent of the total internal revenue, whereaS;thé ‘"v
Federal-aid apportiomment percentage is 1,97,

Clearly, therefore, it may not be asserted that the;éitiéeﬁs 4
of these two States pay in greater proportion than they fgceive;»’

although from the bare statistics it would appear that they do.
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The Case of Michigan

Michigan is another of the States that appear}to~payﬂn

more heavily than they benefit. Its internal revehuﬁ colléé-
tions in 1927 amounted to nearly $198,000,000, or hearly ?jpér”777 
cent of the total, whereas its apportionment of Federal aid is
only 3 per cent, But, on examination of the sources of th@_, i
revenue, we find that it includes over $48,000;OOO of excise .
taxes on motor vehicles and nearly $4,000,000 of tobacco taxes,' f’
the ultimate payment of which is by citizens of many~StatQé.;’

We find also that the corporaﬁion income taxes are more thaﬁ -
half of the total, and without question a large part of this
portion of the receiots consists of taxes on the income of

motor vehicle manufacturing concerns, which are really paid by

the widely scattered stockholders in these great corporations. ,:,
A very large part of the individual income taxes of $38.QOQ,Q001

is paid by the Fords, father and son. The exact amount of their

tax in 1927 is not readily aveilable. In 1923 1t was mors than
$21,000,000. If all the deductions here indicated could ve : md
in order to get at the amount actually paid by the citizens of
Michigan it is more than probable that it would be'fpnnd‘ghg§:,~ff?
they pay no more than their proportional per capita,sharé;gga:\ if§

no more than the percentage of Federal aid they receive,
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Similarly we might go through the list of the fourteeg ,i 
States which appear, on the face of the tax recofds, toiﬁéy g
more than their fair share of the Federal revenue, and show :
pretty conclusively that, when the revenue credited to thsm’is
stripped of the items which are ultimately diffused, thekambﬁnti
actually paid by the citizens of each of the States is«little;i‘
if at all greater in proportion to the total than the share of
the Federal-aid appropriations they receive, |

With the possible exception of Florida the remainiﬁg
States of the fourteen - California, Connecticut, Illihois,’
Maryland, Massachusetts, New Jersey, New York, Ohio, and
Pennsylvania - include or share directly in the influence of
the great national financial and business centers - New York,?;
Chicago, Philadelphia, Cleveland, Boston, Baltimore, San
Francisco, and Los Angeles. Intthese cities and a few otheré;jﬂ;
are our great financial institutions and the head officés'oﬁfﬂ?§g
the great national commercial organizations, and in’tham:axéhyfﬂi

paid the taxes which are based upon the wealth of“a'largé,par

of the nation and which ultimately are borne by the real owne
of that wealth wherever they reside; and their homes;are'e§e:y

where,
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What Does New York Really Pay?

Take New York as the outstanding exsmple. It appareﬁfly; ‘ 4
pays more than 26 per cent of the total internal revenue; but 5
without the city of New York the State's contribution would‘bé
only 4.5 per cent of the total ~ less by a half of oneyper cent
than the Federal-aid percentage. The mere chance of location
which places New York City on the east bank of the Hudson River
instead of the west gives to the credit of the State of New L
York instead of the State of New Jarsey the revenue tax ratnrnéﬁf’
which in fact are ultimetely paid by citizens of the United |
States residing in every one of the 48 States.

How true this statement is may be illustrated by a few
specific examples to show how widely distributed are the owners ”>
of the corporations which pay their Federal taxes in New York, =
and how far removed from that State, in many instances, are ﬁﬁ&ﬁ  ? ﬁ

sources of the wealth taxed. The facts are taken from an ana

by W. C. Markham, executive secretary of the American Assbgiég on
of State Highway Officials, and relﬁte to the Situatidn in 1@2

First there is the United States Steel Corporatioh wiﬁh
145 plants and warehouses, only. two of which are in New Yark
State. There are more than 153,000 stockholders resident in all “
States and possessions of the United States - more of them ig, o

Pennsylvenia than in New York.
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There is the Union Pacific Railroad. It has no lines.

east of Omaha, and its stockholders iive in many States; ﬁﬁt 7

it pays its tax in New York City. The Southern Pacific, snother  £{ f
western road, also pays its tax in New York although 1ts,st§¢k§ |
hiolders are everywherc and it has not & mile of troack nearer ﬁo‘
New York than New Orleans.

And then there are these others, the mere mention of

which will be sufficiont to show that the taxes they pay are not

based on earnings in the State of New York. There are th° Am6rica$£f”
Railway Express; the American Beet Sugar Company; the American Canf”,}
Company; the American Locomotive Cgmpany; the American Radiator
Company; the American Smelting =and Refining Company, whose smﬁlte:afff
are in Colorado, Utah, Washington, California, Montans, Texas, ‘

Arizona, Maryland, Illinois, Nebraska, Oklahoma, New Jorsay; an4‘ ;j73

almost everywhere except New York. The stockholdars,bf th@#éy@w‘
cerns reside in practicslly every State; and so do thpsg,gf"tﬁ
American Sugar Refining Company; the American Teleﬁhone)gn
graph Compeny; the American Tobacco Company; the Anaconds
Mining Company; the National Biscuit Compsny; the Rh#;qﬁélw
Company; the Sinclair Consolidated 0il Corporation; the_Uv‘
Tenk Car Company; the Woolworth Company; the Westéfﬁlﬁnﬁgl

graph Company; and a great many others.
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It will be unnecessary, perhaps, to add further proof

that the Federal taxes collected in New York are in fealit§  ;*5
paid on the income of a very large part of the populatidﬂ df£  
the Unitcd States resident in every State; and what is trué §f;
New York is true, in lesser degree, of the other States ingwhiéﬁ;"
there are great financial and industrial centers. It is a\falséi
theory which assumes that States contribute to the.Federalf,"'
Treasury. The Federal taxes are paid finally by individuals[éi?}fQ ﬁ
over the land who, wherever they may live, are citizens ofrﬁﬁe'
Unites 8States, They pay their taxes to meet Federal needs, ahd :
the improvement of the Federal-aid highway system is such'a'neéd,r
The basis of Federal-aid apportionment, recognizes,dif~: ;

ferences in the area of the several States; it recognizes dif-, L

ferences in the mileage of road required to span their re§p§§5: :
tive areas; and, by taking account of differences in péﬁqléﬁw :
it recognizes differsuces in degree of highway usage'wkicﬁ;a ehjﬁf’
dependent upon density of population. It has been'tegtgdlbﬁ ‘
over 10 years of operation and has been modified as §xpé%
has indicated the need. Doubtless it could be imﬁroved b
ther modification; but, generally speaking, it has,me£<§§§;;§€ 1“Li

quirements,



- 15 =

Other Objections Answered

Descending to a lower plane of criticism. we meet tha 1;
claim that some of the States have built their own roads with
their own money and need no Federal aid, and this is coupled
with the suggestion that the others should"go and doﬂlikéwise".
This claim involves, first, the assumption that the Federal
appropriation is a gratuity toward the accomplishment of im-
provements of bdenefit solély to the individual State@}'and ﬁhis
assumption has been shown to be incorrect, It involves @Lao” |
another assumption -~ equally jncorrect - that roads ére improved
once for all time, whereas the experience of a qua:ter of a cen-
tury shows conclusively that improvement must be s continuous
process if our highways are to be kept adequate for the constantly
growing traffic, However, the complete answer to this claim'is
this; That the States that are assumed to have built theirxrgads  f
are still spending large sums for road bnilding; thatrﬁithfiﬁg%”«‘
sxception of the three smallest no State has yet adequétély~im4

proved its entire 7 per cent system; and that all States withont

exception, are absorbing the Federal apportionmenta in thaimaking ;"
of needed improvements, :
And, finally, we come to these other related objecﬁions

that the policy is paternalistic. that it is an unwarranted

Federal infringement upon State authority, that its administration :i,7




is bureaucratic and not amensble to the will of the people,

and that it fastens upon the taxpayers the burden of maintain~
ing an army of Federal jobholders. As to the first two points
of the indictment, we believe the answer has already been given., ; 

With regard to the others we will merely point out:

1.
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That the law itself places the initiative in all
matters in the hands of the State highway departi-

ments, reserving to the Fedoral Administration only

such authority as is necessary to assure a raasonablé?»'
coordination of effort toward the accomplishment of:
the Paderal objective of a completely improved inter-
state highway systom.

That there has been a studied effort to accommodate

the administration of the law to the particular cir=
cumstances of each State, by decentralization of
authority and the avoidance of impracticable gaﬁera;
standards. :
That eveory major administrative policy has had,tha>
support of the American Association of State Eighway:
Officials the national organization of Staﬁe highnay  
oxecutives and engineers; and : .
That of every dollar of Federal money.approyriéiai:j'

974 cents goes into the labor and‘materiala;Of~actuél'"



- 17 -

road construction, and the other 2% cents not only
pays the entire cost of the Federal-aid road‘:dﬁih»
istration, but also supports the research a¢ti§itiés
of the Bureau of Public Roads. |

How successfully the Federal administration haé accbmplishad

the aims which it has set for itself, and whether or'not its”étew+

ardship has been efficient and effective: those questions we leave Loty

to others to judge.



