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San Joaquin Hills [CA]);
« Toll roads in least-developed areas (Pocahontas Parkway [SC] and
Greenville Connector [SC]).

These groupings are based only on the first five years of operation, and some
of these toll roads have done much better in later years. But some have not,
and some of the worst performers have been rescued by toll road companies,
under very long-term (75 to 99-year) concession deals.

The point | want to leave with you is that the pot-of-gold start-up toll road is
the rare exception, not the general rule. In general, greenfield toll roads are
high-risk propositions, especially in their early years. That is why the
traditional municipal (tax-exempt) toll revenue bond market has been so
conservative in how much it will finance, based on what is called an
“investment-grade” traffic and revenue forecast. Experienced global toll road
companies, global capital markets, and the new breed of infrastructure
investment funds are willing to take on greater risk, in exchange for a longer-
term deal and the possibility of double-digit returns. That prospect should be
welcomed by those seeking to expand the funding available to build much-
needed highway capacity.

» return fo top

What impacts from $4 Gasoline?

Several months ago, in issue No. 54, | reported the resuits of a Congressional
Budget Office study on the impacts on motorist behavior from increasing
gasoline prices between 2003 and 2006. |n brief, the study found aimost no
change in trips taken or vehicle speed, but they did find a significant shift in
vehicle purchases, from light trucks (SUVs, pickups, minivans) to cars. During
that period, gas prices doubled from $1.50 to $3.00. Since then, of course,
they have continued rising and are now at or near $4.00 per gallon in many
parts of the United States. In inflation-adjusted terms, we are now in new
territory, and it will be interesting to see how behavior changes if this kind of
price level turns out to be long-lived.

Recent figures suggest that today’s higher price are having a larger effect.
Vehicle miles traveled went down by 0.4% last year, the first annual decline
since this figure began to be reported by FHWA in 1982. And in the first
quarter of 2008, VMT declined by an even larger 2.3%. I'm not that surprised
by these changes; after all, as a fan of pricing and markets, | expect higher
prices to reduce usage at some point.

What are these people doing who are driving less? Well, some are switching
to transit, for at least some of their trips. The American Public Transportation
Association’s June 2 news release reported that transit ridership (boardings)
was up 3.3% for the first quarter, compared with last year. APTA contrasted
this with the quarter’'s 2.3% decrease in VMT, but of course that’s comparing
apples and oranges. Let's try to compare apples with apples. According to the
National Transit Database, the average transit trip (per boarding) is 5.3 miles;
hence the 2.6 billion first-quarter transit trips represent 13.8 billion passenger-
miles, and the 3.3% increase represents about 450 million passenger-miles.
By contrast, the 2.3% decrease in vehicle miles traveled is about 31 biffion
passenger-miles, assuming 1.1 persons per car. So it looks as if transit
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absorbed about 1.4 percent of the travel people didn’t do in their cars.
Presumably, they car-pooled, trip-chained, or eliminated marginal trips to
come up with most of the VMT reduction.

The other big change from the CBO data (2003-2006) is a more dramatic
impact on people’s choice of vehicle. The higher gas prices go, the more
people are opting to buy a car, especially a fuel-efficient car, rather than a
gas-guzzling SUV or pickup truck. Last week General Motors announced
plans to cease production at four plants that make such vehicles. The Wall
Street Journal (June 4) reported that while sales of cars were up 2.4% in May,
sales of light trucks had plunged 24% from the previous year. Those are much
bigger changes than we saw as gas prices went from $1.50 to $3.00 over a
three-year period.

Where these trends will go remains to be seen. Many (including me) think the
oil price is something of a bubble and that $4 gasoline will not be with us by
year-end. In previous episodes, both driving and vehicle choice reverted to
historical patterns when gas prices fell back significantly. | don’t have a clue
how much gas prices might drop, but I'd be surprised if we saw anything like
$3 again, at least for the next few years. So we may well see VMT level off
and car-buying shift fairly significantly to more fuel-efficient vehicles, as
people reason “We won't be fooled again” by yet another rising price trend.

» return to top

Should We Break Down the Silos?

“Transportation Silo Busting Is the Hope for the Future.” That was the
headline of the editorial in the January 28, 2008 issue of Engineering News-
Record. It was commending the report of the National Transportation Policy &
Revenue Commission, which called for making federal highway fuel taxes the
“‘mode-neutral” funding source for a whole array of surface transportation
programs (including inter-city high-speed rail). That policy change was
endorsed by the National Transportation Policy Project of the Bipartisan
Policy Center, whose Feb. 26th report said that “mode neufrality is essential
for an agency, DOT, and an industry that for far too long have been locked in
battles between highways and transit.” Even the generally sensible
Infrastructure Finance Commission, in its interim report, “The Path Forward,”
criticized the idea of “funding the transportation modes separately,” thereby
missing opportunities for system-wide solutions such as intermodal
connections.

While this call for mode neutrality and silo-busting is superficially appealing, |
think it's the wrong way to go. Given that highway users (operators of cars
and trucks) would end up providing 90% or more of the funding, giving all
other modes a legal claim on using the revenues would put the needs of
highway users at great risk. It's kind of like convening the wolves and the
rabbits to decide what the dinner menu should be.

More seriously, though, mode-neutrality would mean discarding the user-pays
principle that has been the bedrock of U.S. highway financing for nearly a
hundred years. The rationale for the fuel tax was that it was really a user fee,
with all the revenues safeguarded to be used for improved highways. In that
sense, paying gas taxes was supposed to be like paying your electric bill or
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water bill. Over the last several decades, Congress has gradually chipped
away at that principle, creating more and more legal uses for monies from
what is still called the Highway Trust Fund, to the point where up to one-third
of those funds can legally be used (i.e., diverted) for non-highway purposes.
That set of changes is gradually turning the Trust Fund into a giant public
works program, and the fuel “user fee” into a multi-purpose tax. One of the
reasons I'm so bullish on today's trend toward increased use of tolling is that it
strengthens the user-pays principle. Advocates of mode-neutrality are aware
of this, so their more recent proposals seek to divert portions of toll revenue to
non-highway uses, as well.

The underlying reality in this debate is that highways can easily be self-
supporting from user fees (fuel taxes or tolis), but the other modes cannot.
That's why mode-neutrality has long been the goal of advocates of urban
transit, high-speed rail, waterway dams and locks, short-sea shipping, and
anything else you can think of. Freight railroads, which historically have fully
funded their own infrastructure, are being wooed to the mode-neutrality
paradigm, too, with the idea that this would give them access o tax money for
grade separations, tunnel height increases (to allow double-stack containers),
and rerouting tracks away from high-value urban areas. But as | see it, the
most likely outcome of such a shift would be far less money for highways—
just when we urgently need more, to rebuild and modernize much of the
Interstate system and add express toll lanes to congested urban
expressways. | hope highway user groups will really think through the
implications of mode-neutrality before the reauthorization debates begin in
earnest next year.

To be sure, there are intermodal facilities that need to be created, both for
goods movement and for transferring people between modes. But creative ad-
hoc solutions can be and are being crafted, piecing together funding from
various existing “silos.” The Alameda Corridor in Los Angeles is an excellent
example. Many others are profiled in the case study section of FHWA's
January 2007 Financing Freight Improvements report.

Let me also call your attention to one indication that not everyone is on board
with the shift to mode neutrality. In her February state of the state address,
Connecticut Gov. Jodi Rell proposed splitting the state DOT into two separate
agencies—a Department of Highways and a Department of Public
Transportation, Aviation, and Ports. Although the plan is now on hold due to
budget pressures, that such a proposal could be seriously considered—and in
a generally liberal, progressive state—is worth pondering.

» return to top

Limiting GHGs by Forbidding “Urban Sprawl”

We are hearing increasing calls from environmental groups and urban
planners that this country needs compact development in order to reduce
greenhouse gas (GHG) emissions. This is relevant to transportation because
the premise is that if people live in compact developments, they will drive less,
and less driving equals less GHG emissions. Since this is a transportation
newsletter, | don’t want to go too far afield, but it's vital that those of us in
transportation understand what's valid and what's not valid about this
prescription.
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First, et me call your attention to a study done last year in Australia, where
the same prescription is being advocated. It was done by the Centre for
Integrated Sustainability Analysis at Sydney University, and it's called
Consuming Ausfralia (and is available at:
http://acfonline.org.au:80/uploads/res/res_atlas_main_findings.pdf). By using
input-output models and household expenditure data for the entire Australian
economy, the researchers were able to create household profiles of GHG
emissions. For the typical Australian household, the results showed that
29.4% resulted from goods and services consumed, 28.3% from food, 20%
from household uses (mainly electricity), 11.8% from construction and
renovations, and just 10.5% from transport, mostly petrol (gasoline). When
they looked at these profiles for different locations—downtown, high-density
inner suburb, suburban, or urban fringe—they found that place doesn’t matter.
The major carbon variable was household income. Those with the highest
household carbon footprints were those with high incomes living in “vibrant
downtown communities.”

I'm not aware of any similar analysis for the United States, but it’s likely it
would produce similar results. And that ought to at least raise a caution flag
for legislators, MPO staff, and commentators who “just know” that compact
development is essential to reducing our carbon footprint.

Getting this right is really important, because attempts to mandate high-
density development—such as urban growth boundaries, upzoning to higher
densities, etc.—have major consequences for housing affordability. Two
recent studies provide a wealth of data on this point. One is the fourth annual
Demographia International Housing Affordability Survey
(www.demographiaa.com/dhi.pdf). Wendell Cox and Hugh Pavletich crunched
the numbers for 227 housing markets in six countries: Australia, Canada,
Ireland, New Zealand, the United Kingdom, and the United States. Their basic
measure was the housing affordability index—the ratio of the median house
price to the median household income. On a country basis, you don't want to
live in Australia or New Zealand, where the ratio is 6.3, and probably not in
the UK (5.5) or Ireland (4.7). The U.S. average is 3.6.

But that national average includes a huge range. Our least affordable markets
are in California, Hawaii, and the East Coast. The most costly of all is Los
Angeles, at 11.5. Of the 59 markets in the six countries considered
“affordable,” 46 are in the United States, including Atlanta, Dallas-Ft. Worth,
Houston, Austin, Pittsburgh, Kansas City, and Indianapolis.

Does U.S. housing affordability really stem from land-use restrictions? That is
the focus of the other study, published last December by the Cato Institute. In
“The Planning Tax: The Case Against Regional Growth-Management
Planning,” Randal O'Toole reviews data on housing affordability by state and
city, and shows that locations with strong growth-management laws have
among the least affordable housing. He notes that “the most expensive
housing markets in the U.S. have plenty of private land that is physically
suitable for development; it has just been closed to development by urban-
growth boundaries or other government restrictions.”

O'Toole goes on fo calculate the “planning tax” for urban areas in states
and/or cities with growth management plans. This number is the difference
between actual 2006 median house prices and what they would be if the
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housing affordability index were 3.0. Admittedly, those numbers are higher
than they would be today, after the recent housing bubble burst, but they are
still llustrative of the point. In Phoenix, the planning tax as of 2006 was
$109,000 per house. It was $150K in Miami, $215K in Boston, $180K in
Seattle, $378K in Los Angeles, and a whopping $718K in San Francisco. You
can download the report from www.cato.org/pub_display.php?pub_id=8811.

» return to top

News Notes

Global Warming Book

One of the best things I've read on this subject is Cool It, by Bjorn Lomborg,
originator of the Copenhagen Consensus process—a serious attempt to
prioritize global problems. Lomborg is not a “global warming denier.” Rather,
his message is that we need to look hard at specific impacts the ongoing
warming is likely to produce and figure out whether mitigation makes better
sense than very costly attempts to prevent the warming from taking place. |
don’t consider this the last word on the subject. But it's a refreshing attempt to
think clearly about the costs and benefits of alternative approaches. (Cool /t:
The Skeptical Environmentalist’s Guide to Global Warming, Knopf, 2008,
available from Amazon.com and other booksellers)

World Bank on PPP Toll Roads

A rather nice overview of the global trend toward private-sector participation in
toll roads was recently released by the Public-Private Infrastructure Advisory
Facility of the World Bank. “Worldwide Trends in Private Participation in
Roads” is the May 2008 of their publication Gridlines. Go to www.ppiaf.org.

Correction to Last Issue

In the May issue of this newsletter, | discussed recent work on alternative
concession agreement structures by Eduardo Engel of Yale. One of these
was “present value of revenue” contracts. | suggested that this type of
approach would be difficult to apply to HOT lanes, where it's very difficult to
predict the revenue in advance. But Prof. Engel points out that it doesn't
matter when the revenue is realized: “tolls may vary substantially without
affecting the franchise-holder’s present value of toll income,” and that,
accordingly, “charging congestion tolls in a HOT franchise is easily done” in
the PVR type of contract. | should have figured this out, and appreciate the
opportunity to set the record straight.

» return to top

Quotable Quotes

“I like museums; | like lighthouses; | like historic covered bridges. But | do not
believe that American people who are putting gas in their car today know that
they are paying for that type of expense.”

--DOT Secretary Mary Peters, addressing the National Governors
Association, February 2008.

‘I would seriously redefine what the federal role in transportation is. | believe
that the Interstate highway system and the national highway system, and the
conditions of those systems, are in the federal interest. | believe that interstate
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freight transportation is in the federal interest.”

--DOT Secretary Mary Peters, testifying before the Senate Environment and
Public Works Committee, February 2008.
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OTHER BUSINESS/COMMISSIONERS’ TIME

ITEM 14

ADJOURNMENT

NEXT MEETING: Thursday, September 4, 2008, 7:00 p.m.

LOCATION: PRTC Transit Center
14700 Potomac Mills Road, 2" Floor
Woodbridge, VA 22192-6811
Main #: (703) 583-7782
Fax #: (703)583-1377






