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Michigan’s Aging Roads

Michigan is falling behind its peers in terms of building and
maintaining a high-quality transportation infrastructure system to
support a modern, robust economy. As shown in Exhibit 1, from
2012 to 2016, Michigan invested, on average, only 3.85 percent of
total spending on transportation infrastructure, lagging behind most
of its neighboring Great Lakes states and the United States.1
Moreover, as shown in Exhibit 2, from 2012 to 2016 Michigan also
spent, on average, less per capita than most of its neighboring
Great Lakes states as well as the United States on transportation
infrastructure (The Brookings Institution 2019).

EXHIBIT 1. State and Local Transportation Spending Comparison (Annual Average 2012–2016)
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Transportation infrastructure includes the maintenance, operation, repair, and construction of nontoll highways,
streets, roads, alleys, sidewalks, bridges, tunnels, ferry boats, viaducts, and related structures.
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EXHIBIT 2. State and Local Transportation Spending Per Capita (Annual Average 2012–2016)
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This lack of transportation infrastructure investment is evidenced most clearly by the
deteriorating conditions of Michigan’s roads—one of the state’s most vital assets—as road
quality directly affects commerce and trade, health and safety, and general quality of life. The
state is responsible for maintaining almost 122,000 miles of public roads—the eighth most
nationally—outranking New York, Florida, and Pennsylvania (SEMCOG n.d.). But Michigan has
failed to upgrade and maintain this system. In 2018, the American Society of Civil Engineers
lowered Michigan’s road infrastructure grade from a “D” in 2009 to a “D-minus,” citing a seven
percent increase in the miles of road rated as poor over that time period (American Society of
Civil Engineers 2018). In October 2018, lvl5, a San Francisco–based tech company, named
Michigan roads the worst in the nation. This company creates high-definition maps for selfdriving vehicles through a nationwide network of drivers equipped with a cellphone-based
dashcam app that captures hundreds of thousands of miles of video data. They also use a
computer program to measure four elements of road quality: (i) road-paint fading, (ii) pavement
cracking, (iii) potholes, and (iv) surface flatness (Kouri 2018).

2

Michigan policymakers and transportation stakeholders are aware of the state’s growing road
problem. In 2016, Gov. Rick Snyder’s 21st Century Infrastructure Commission estimated that
Michigan needed to invest an additional $2.2 billion in roads and bridges each year to meet
established goals for state road and bridge quality. If multimodal transportation (e.g., bus
transit, passenger rail, and freight) needs were included in this calculation, the total rises to $2.6
billion (21st Century Infrastructure Commission 2016). These estimates are based on
achievement of the following statewide goals:
• 95 percent of interstate and other arterial roads are in good or fair condition
• 85 percent of other state highways are in good or fair condition
• 85 percent of county primary roads and city major streets are in good or fair condition

According to the Michigan Transportation Asset Management Council, 40 percent of the state’s
federal aid roads were in poor condition in 2017, while just 20 percent were rated as good
(Transportation Asset Management Council. n.d.). Exhibit 3 displays future road conditions
based on current maintenance investment levels and ongoing degradation rates. Without
significant course correction or intervention, Michigan will not only struggle to prevent ongoing
deterioration, but also struggle to reverse the trend.

EXHIBIT 3. Michigan Pavement Quality and Forecast
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The cost of fixing Michigan’s roads will accelerate as normal degradation continues to exceed
maintenance funding. Furthermore, there are levels of degradation that, once reached,
significantly increase repair costs. Once a road drops to a quality rating of poor, repair and
reconstruction costs increase drastically compared to maintenance costs for a road in fair
condition. Every dollar spent on road preservation eliminates or delays the need to spend six to
14 dollars on repair and reconstruction (21st Century Infrastructure Commission 2016). This
means that as more roads in Michigan decline below a rating of “fair,” the cost to the state in
meeting its road quality goals increases significantly. (See Exhibit 4).

Source: 21st Century Infrastructure Commission 2016.
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EXHIBIT 4. Michigan’s Road Quality and Cost of Maintenance Over Time
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Road Funding Changes in 2015

In 2015, policymakers worked to address Michigan’s insufficient road funding and deteriorating
infrastructure. Governor Snyder signed legislation to steadily increase road funding by raising
the gas tax as well as vehicle registration fees and by directing more general fund dollars
toward infrastructure—eventually culminating in $1.2 billion of road funding by 2021.
Specifically, according to the Michigan House Fiscal Agency (2015), this road funding package:
• Increased the rates of the diesel and gasoline taxes from $0.15 and $0.19 per gallon,
respectively, to $0.263 per gallon for both fuels effective January 1, 2017

• Adjusted the motor fuels tax rates for inflation starting in 2022 (increases are capped at five
percent per year)

• Increased the motor vehicle registration tax rate by 20 percent effective January 1, 2017
(the average fee per passenger vehicle was expected to increase from $100 to $120 per year)
• Earmarked a portion of the state’s income tax to transportation funding
• Expanded the Homestead Property Tax Credit

• Included a provision to decrease the income tax rate if general fund/general purpose revenues
grow by more than 1.425 times the rate of inflation
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• Included provisions changing portions of the road distribution formulas
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While the 2015 package will generate $1.2 billion each year for roads once fully implemented,
given the current road conditions and the decades-long backlog of deferred maintenance,
Michigan’s asset management agencies predict that road and bridge conditions will continue to
deteriorate and a gap in transportation funding will remain (21st Century
Infrastructure Commission 2016). For example, the value of Michigan’s
identified transportation projects that lack adequate funding to proceed is
$3.3 billion, including $2 billion in the Detroit area, $483 million in the Lansing
area, and $234 million in the Grand Rapids area (TRIP 2017).

The 2015 $1.2 billion

road funding package
represents net new

In addition, the $1.2 billion represents net new funding in the state budget of
only $428 million (as shown in Exhibit 5). The combined gasoline, diesel, and
motor vehicle tax increases raise approximately $634 million in new
revenues, with an additional $600 million in transportation revenues
generated through income tax diversion. The diversion, combined with the
cost of the expanded Homestead Property Tax Credit, results in a net general
fund impact of $800 million per year. Total general fund/general purpose
revenues for 2020–21 are projected to be $11.6 billion, so an $800 million diversion represents
a diversion of roughly 7 percent of the unrestricted revenues.

funding in the state

budget of only $428
million.

EXHIBIT 5. Michigan Pavement Quality and Forecast

Revenue Source
Estimated FY 2021 Revenue Impact
Gasoline and Diesel Tax Increases
$404
Motor Vehicle Registration Tax Increase
$230
Expanded Homestead Property Tax Credit
-$206
Net New Revenues
$428
Income Tax Revenues Dedicated to Transportation
$600
Increase in Recreational Improvement Account (revenue earmarked to nontransportation use)
$6
Net New Revenues for Transportation
$1,228
Reduction in General Fund General Purpose Revenues
-$806
Net New Revenues in State Budget
$428
Source: Transportation Asset Management Council n.d.

Concerns with General Fund Sustainability

To mitigate this problem, states have passed lockbox legislation, which
constitutionally prohibits lawmakers from using the state transportation
fund for anything other than its intended purpose. Since 2010, California,
Illinois, Louisiana, Maryland, New Jersey, and Wisconsin voters have all amended their
constitutions through ballot measures to enable transportation lockboxes (Lewis and Kim
2018). Given Michigan’s recent success with ballot initiatives in the 2018 election, it is possible
that residents could be motivated to safeguard transportation funding.

Michiganders have recently shown widespread support for local initiatives to improve road
quality. In the 2018 election, there were 66 road millages on the ballot in 39 counties across the
state—52 passed (Bleiler 2018). Of these, 28 were new or additional millages, and 24 were
renewals of existing millages; in fact, every renewal of a road funding millage on the 2018 ballot
passed. Overall, 18 millages were approved by at least a two-to-one voter margin, and ten
earned 70 percent or more of the vote in their community.

I

The sustainability of the general fund dollars for roads in the 2015
legislation is also questionable. Diverting $800 million in general fund
dollars toward roads will put significant pressure on Michigan’s budget over
the next several years and will make it very challenging to fund other
priorities. It is possible that, without proper safeguards, lawmakers could
look to general fund dollars intended for transportation to close budget
deficits and protect other general fund priorities.
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Call to Action: Increased Road Funding in Michigan

Prior to FY 2011–12, general fund revenue had not been used in the transportation budget since
FY 2001–02 (Hamilton 2019). However, from FYs 2011 to 2012 through FYs 2017 to 2018, the
legislature appropriated $1.5 billion in direct and indirect general fund funding, an average of $250
million per FY. Additionally, the FY 2018-19 transportation budget included $356.8 million in
general fund spending. Unfortunately, these investments are far too small to have a meaningful
impact on overall road quality and fall short of the additional $2.2 billion in
annual funding that experts recommend. Michigan cannot wait for general
Without proper
fund surpluses to fix the problem; the degradation is too advanced, and the
safeguards, lawmakers cost of repair surpasses any conceivable surplus.

5

Actions Taken By Other States

Unfortunately, the question of how to fund much-needed infrastructure improvements and
maintenance is common for almost every state. Since the beginning of 2015, 20 states have
passed legislation to increase transportation funding (Transportation for America n.d.). The
following are examples of how other states have attempted to address this issue.
INDIANA

In April 2017, Indiana enacted a multifaceted infrastructure funding bill that is estimated to
generate $854 million in new annual revenue for state and local road projects (Transportation
for America n.d.). This legislation did the following:

• Increased fuel taxes by 10 cents per gallon and index rates to inflation (but limits increase to
one cent per gallon annually)
• Added a $15 registration surcharge on large trucks

• Added a $150 annual fee on electric vehicles and a $50 annual fee on hybrids

• Dedicated revenue from sales tax on fuel to state highway accounts rather than the general
fund

Business Leaders for Michigan
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• Repealed restrictions on tolling and directed the Indiana Department of Transportation to seek
a waiver from the U.S. Department of Transportation to allow tolling on interstate highways

6

OREGON

In July 2017, Oregon passed legislation to raise $5.3 billion over ten years to fund infrastructure
improvements (Transportation for America n.d.). This legislation did the following:

• Increased the state fuel tax by ten cents by 2024; the process began with a four-cent increase in
2018, with additional two-cent increases every two years through 2024 (Malik 2017)
• Instituted four tiers of vehicle registration and title fee increases based on vehicle fuel efficiency:
• The increases are as follows: (i) $18 for vehicles with an efficiency of zero to 19 miles per
gallon (mpg), (ii) $23 for 20 to 39 mpg, (iii) $33 for 40 or more mpg, and (iv) $110 for
plug-in electric vehicles not enrolled in the OReGO program
• On January 1, 2020, total increases will be $20, $25, $35, and $115, respectively

• Created a new 0.1 percent employee payroll tax with revenues dedicated to transit; this tax is
expected to generate $103 million annually
• Created a $15 tax on adult bicycle purchases

SOUTH CAROLINA

In May 2017, South Carolina passed an infrastructure bill estimated to generate $730 million
annually (Transportation for America n.d.). This legislation did the following:
• Increased the fuel tax by 12 cents per gallon, phased in over the next six years
• Increased vehicle registration fees by $16

Business Leaders for Michigan

I

Call to Action: Increased Road Funding in Michigan

• Created a $60 biannual fee on hybrid vehicles and $120 biannual fee on electric vehicles
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The Cost of Not
Fixing the Problem
Every day, the overall quality of Michigan’s roads deteriorates as normal wear outpaces maintenance

investment. This has resulted in a growing percentage of low-quality roads that increase both direct

and indirect costs to the state, businesses, and residents. Though these costs vary by individual and

region, they include increased vehicle operating costs and insurance rates, higher health and safety

risks, damage to the state’s economy by preventing business retention and attraction, and increased
costs for shipping and logistics.

Insurance and Repairs

Whether explicit or hidden, residents pay for subpar road conditions. Driving on rough roads costs all
Michigan motorists $4.8 billion annually in extra vehicle operating fees—an average of $686 per

Business Leaders for Michigan
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Driving on rough
roads costs all
Michigan motorists
an average of $686
per motorist every
year.

8

motorist every year. These costs include accelerated vehicle depreciation and tire

wear, additional repair costs, and increased fuel consumption (TRIP 2015).

Additionally, as individuals file insurance claims against damages caused by poor
road quality, their insurance rates could increase.

The Federal Highway Administration estimates that each dollar spent on road,

highway, and bridge improvements results in an average benefit of $5.20; these are

realized through safety improvements as well as reductions in vehicle maintenance

costs, delays, fuel consumption, road and bridge maintenance costs, and emissions

(TRIP 2017).

Health and Safety

Poor-quality roads pose health and safety risk to residents, most evidently through vehicle accidents.

In 2016, there were 312,172 recorded crashes on Michigan roadways that resulted in 1,064 traffic

fatalities, according to the National Highway Traffic Safety Administration. Traffic fatalities on

Michigan roadways have increased 22 percent since 2009, while over the same time period, the

number of vehicle miles traveled (VMT) on Michigan roads has only increased by 3.3 percent. The

number of fatalities per 100 million VMT in Michigan has increased from 0.91 in 2009 to 1.07 in

2016. Over this same time period, this rate is slightly lower than the nation’s, which has ranged from

1.08 to 1.16 fatalities per 100 million VMT (21st Century Infrastructure Commission 2016).

Three major factors are often in play in a vehicle fatality: (i) driver behavior, (ii) vehicle characteristics,

and (iii) roadway features. Roadway features include elements that affect safety, like the number and

width of lanes, lighting, lane markings, rumble strips, shoulders, guard rails, median barriers, and

intersection design. It is estimated that degraded roadway features, or the lack of such features, is
a contributing factor in approximately one-third of fatal traffic crashes (TRIP 2017). According to a
study conducted by the Federal Highway Administration, $100 million spent on highway safety

improvements will save 145 lives over a ten-year period (TRIP 2018).

Lastly, a less deadly—but much more common—cost that residents bear for poor-quality roads is

lost productivity and increased stress. This results from sitting in traffic for extended periods, which
also pose air quality concerns from idling cars on congested roads.

Commerce and Congestion

Like all other states, Michigan competes to attract business investment. But to compete effectively,

it must be able to provide businesses with the high-quality infrastructure necessary for success in a
21st-century economy. A well-designed and highly accessible network of roads helps in these

endeavors. Companies routinely cite reliable access to the interstate highway system and other
major routes as a critical factor in their choice to locate. According to a 2015 survey of U.S.

corporate executives by Area Development Magazine, when businesses weigh location

characteristics in deciding where to conduct business, highway accessibility was the second-most

important factor, trailing only the availability of skilled labor (TRIP 2017). Given the current state of

new investment. According to the Reason Foundation, Michigan ranks 35th worst

in congested roads in urbanized areas, 40th worst in rural interstate conditions,

and 41st worst in urban interstate conditions (21st Century Infrastructure

Commission 2016).

Investments in the state’s roads is also important for protecting economic activity.

Department of Transportation (MDOT) (2017). Because of its geographic

advantages, Michigan is a national leader in international commerce, boasting 38

percent of the $544 billion in annual trade between the U.S. and Canada—more than any other state
(MDOT 2017). Sustaining this commerce is critical to Michigan’s economic future.

Additional investment in highways and bridges will not only improve the condition of the systems

that we use every day, but it will also yield significant financial and safety benefits to the state and

the public. Investing an additional $1.6 billion in state highway and bridge infrastructure annually

would create or sustain 18,000 jobs, increase the gross state product by $1.5 billion annually,

increase real personal income by $1.1 billion annually, and decrease economic loss due to fatalities

(21st Century Infrastructure Commission 2016).
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Currently, Michigan’s highways, rail lines, and ports move $860 billion in freight
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Opportunities to
Fill the Gap

It is clear that Michigan needs to increase investment in transportation

infrastructure. The state could either fund projects upfront by increasing

revenue from taxes and fees, or it could utilize various financing options.

Regardless of the approach, additional revenues are needed. Michigan has

access to multiple revenue sources and financing options, including:
Revenue Sources

Financing Options

• Sales tax

• Public-private partnerships (P3s)

• Gasoline tax

• Motor vehicle registration tax
• Mileage-based user fee

Business Leaders for Michigan
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• Tolling
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• Bonding

• Infrastructure bank

Gasoline Tax

Michigan, like all states, levies a per-gallon tax on gasoline. From 1997 through 2016, this tax was

19 cents per gallon; in January 2017, it rose to 26.3 cents. Starting in 2022, this rate will be adjusted
each year for inflation. Raising the gasoline tax is the most straightforward way to raise revenues

for roads: It is how Michigan has traditionally paid for road funding. In FY 2019, Michigan’s gasoline

tax is projected to raise $1.2 billion, representing approximately one-quarter of state revenues,
including federal aid, and 38 percent of state-generated transportation revenues.

As of July 2018, Michigan has the sixth-highest state taxes and fees for gasoline at 44.13 cents per
gallon, which includes state sales tax and the federal fuel tax. Most states exempt gasoline from
their general sales tax, but Michigan does not. For example, at a retail price of three dollars per

gallon, Michigan’s sales tax is approximately 15 cents per gallon, of which about eight-tenths of a
cent goes toward transportation.2 When comparing Michigan to other Great Lakes states, only

Pennsylvania has a higher total gas tax, inclusive of all fees, at 58.7 cents per gallon—this is the

highest rate in the nation (Loughead 2018). However, when looking solely at the tax applied to gas,

without sales tax or other fees, Michigan’s rate ranks 18th nationally at 26.3 cents per gallon
(American Petroleum Institute 2018).

One advantage of using the gasoline tax to pay for roads is that it resembles a user fee. Heavy road
users are often heavy gasoline consumers, so they generally pay the most in gasoline taxes. While

this has virtue from a tax policy aspect, having those who use the roads pay for them also has

political virtue because this feels fair to many voters. Some opponents of the gasoline tax criticize it
for being regressive, but Michigan does not have many progressive tax options to replace it.

Current revenue projections suggest gasoline consumption of approximately 4.6 billion gallons per

year. This means that raising the gasoline tax by one cent per gallon would generate approximately

considered in this report.

A long-term challenge associated with Michigan’s gas tax has been that the

purchasing power of its fixed rate was eroded by inflation over time. Michigan’s
gasoline tax rate did not change between 1997 and 2016; however, consumer

prices rose 52 percent. As noted, this problem has been rectified legislatively, and

the rate will be adjusted annually for inflation starting in 2022.

The viability of using the gasoline tax to pay for roads does pose long-term challenges. The advent
of alternatively fueled vehicles will increasingly break the connection between miles driven and

gasoline taxes paid. A fully electric vehicle would not pay any gasoline taxes, and many hybrid

vehicles will pay only a small amount. This means raising the gasoline tax would likely only be a

bridge to a different long-term solution. An increase could meet Michigan’s transportation needs for

several years but, at some point, the state will need to find an alternative revenue source.
2

The federal gasoline tax is included in the base when calculating the sales tax but not the state gasoline tax. A $3.00 retail price is
roughly equal to $2.40 in base price, $0.184 in federal gasoline taxes, $0.264 in state gasoline taxes, and $0.155 in sales taxes.

I

It is unclear whether this option would be any less popular than the others
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roughly $1 billion per year for roads. While an increase of this size would not be

popular, this is true of any tax increase that would raise $1 billion or more per year.
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roughly $1 billion
per year for roads.

$46 million annually. However, a 25-cent-per-gallon increase would generate
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Sales Tax

Michigan could also raise additional revenues to pay for transportation projects by increasing sales
tax. Governor Snyder’s 21st Century Infrastructure Commission (2016) estimated that raising this
rate from 6 to 7 percent would generate approximately $1.5 billion.3

On the positive side, the state’s sales tax is a broad-based tax, and significant revenues can be
raised through an increase in this rate. A significant virtue of using the sales tax to pay for

It’s estimated that

motor fuel taxes, which—prior to 2017—were set at fixed amounts per gallon and

rate from 6 to 7 percent

which consumer prices increased by over 50 percent. However, the state’s

raising the sales tax
would generate
approximately
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$1.5 billion.
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infrastructure is that resulting revenues will grow over time, unlike Michigan’s

lost significant purchasing power to inflation. In 1997, Michigan’s gasoline tax

was set at 19 cents per gallon; this rate remained unchanged until 2017, during
recently enacted road funding package includes a provision to adjust motor fuel

taxes for inflation starting in 2022. Sales tax revenues are likely to grow even

faster than inflation because these are more closely tied to the growth of

personal income in the state, which generally increases faster than inflation.
3 The discussion here covers Michigan’s sales tax and the corresponding use tax. These closely related taxes are simply
referred to as the “sales tax” in this section.

Using sales tax to pay for transportation infrastructure would be a departure from Michigan’s

traditional use of funding sources aligned with road use. Currently, the state relies most heavily on

motor fuel and vehicle registration taxes to pay for transportation infrastructure, both of which are
related to road usage.

Michigan’s sales tax is currently levied on motor fuels, but little of this revenue is dedicated to

transportation or infrastructure. The Michigan Constitution dedicates approximately 75 percent of

sales tax collections to the state’s School Aid Fund and an additional 10 percent to local
governments. Of the sales tax levied on motor fuels, 4.65 percent is allocated to the

Comprehensive Transportation Fund. At various points, policymakers have suggested allocating

the entirety of the sales tax on motor fuels to transportation. The amount of revenue this

represents varies with the retail price of motor fuels, but a Citizens Research Council of Michigan
(2015) estimate put the total at $780 million per year. Of course, this would not represent new

revenue to the state, so replacement revenues would need to be identified for schools and local

governments, or funding for other priorities would have to be cut significantly. Though raising

Michigan’s sales tax presents revenue-generating opportunities, this change requires a

constitutional amendment, a difficult hurdle to overcome, as it could decrease the political
feasibility of this approach compared to other options.

Motor Vehicle Registration Tax

Michigan vehicle owners are required to register their vehicles with the Secretary of State.4 Owners
pay a tax for this registration and pay again each year thereafter for renewal. The tax on personal
passenger vehicles is based on the vehicle’s list price.5 In 2015, Michigan increased vehicle

revenues for FY 2019,

making it Michigan’s

largest tax dedicated to
transportation.

Michigan is among a small group of states that base registration fees on the

vehicle’s value, which makes it difficult to determine how the fees drivers pay

rank nationally. Other states use various methods for determining registration
fees, including flat rates as well as rates based on vehicle weight, age, and
fuel efficiency (Pula 2017).

Increasing Michigan’s vehicle registration tax is a logical way to raise

additional revenues for transportation—even a 10 percent increase would

yield approximately $130 million. In addition to the state-level tax, local

governments could also levy vehicle registration taxes. In 2011, Governor Snyder recommended

that counties and regional authorities be allowed to levy these taxes—not to exceed $40 per year—
estimating $300 million annually in revenue (State of Michigan Executive Office 2011).

While not quite a user fee, the vehicle registration tax is connected enough to road use that it is an

appealing option to raise transportation revenues. Because more expensive vehicles are taxed at a

4
5

This section discusses the vehicle registration tax on passenger cars and trucks. Many other vehicles in Michigan are required to
pay registration fees, including snowmobiles, recreational vehicles, trailers, motorized and nonmotorized watercrafts, and trailers.

The registration tax for vehicles purchased before 1984 is based on the vehicle’s weight rather than the price.
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registration tax is projected

tax is projected to generate $1.3 billion in revenues for FY 2019, making it

Michigan’s largest tax dedicated to transportation.
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higher rate (at least while they are new), there is also a measure of progressivity built into the tax. Some

are frustrated that the tax does not decrease after the fourth year of vehicle ownership, even though their

vehicle values continue to diminish. This issue could be rectified by allowing the tax to decline with
additional years of ownership, but this would also reduce revenues.

Hybrid and Electric Vehicle Registration Fees

While the more than 200,000 plug-in electric vehicles sold in the U.S. in 2017 represent only about one

percent of light-duty car sales in the country, state legislators are looking ahead at this growing trend and

pursuing opportunities to replace lost gas tax revenue. As of October 2018, 20 states, including Michigan,
have levied an additional fee to the owners of these vehicles as part of the registration process. In

Michigan, drivers of nonhybrid electric vehicles are charged an additional $135 annually (Hartman and

Pula 2018). Hybrid vehicle owners pay a different rate, as it is assumed they will still consume some fuel

and in the process pay the gas tax. These owners are charged $47.50 for hybrid vehicles up to 8,000

pounds and $117.50 for hybrid vehicles over 8,000 pounds annually.

Mileage-based User Fee

Governor Snyder’s 21st Century Infrastructure Commission (2016) recommended Michigan pilot a
per-mile fee system, with resulting revenues distributed among regions based on miles of travel

through each geographic area. The commission suggested using the state vehicle fleet for the pilot

program. Test vehicles would pay a mileage-based user fee but would be refunded for fuel and

registration taxes. The primary technology for mileage tracking, On-board Diagnostic II outlets, have
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The 21st Century
Infrastructure Commission
recommended Michigan pilot
a per-mile fee system, with
resulting revenues distributed
among regions based on
miles of travel through each
geographic area.

reporting system, a flat user fee, or cellphone GPS tracking, according to the

Oregon Department of Transportation (ODOT) (2017).

Oregon implemented two pilot studies and, in 2015, created a true tax program

that collects revenue generated from a mileage-based user fee. The first pilot was

created to address the decrease in gas tax revenue, which was caused by

declining road usage and increasing vehicle fuel efficiency. The 2006–07 pilot

program focused on the use of GPS-enabled devices placed in vehicles. Resulting

revenue was distributed based on geographic zones created for the pilot that were

proportionate to the number of miles each program participant drove in each of
the zones. This original pilot used a point-of-sale method where user fees were

paid at the fuel pump. Certain gas stations were equipped to read the GPS

devices placed in cars, determining how many miles the car had been driven since its last reading,

applying the mileage-based fee, and deducting the gas tax from the fuel purchase. This initial study

concluded that a user-based mileage fee was possible and opened the door for future pilots and tax
programs (ODOT 2017).

In 2012, Oregon implemented a more sophisticated pilot to address issues identified in the first. Key
elements of the second pilot included: (i) participant choice for tracking and payment methods, (ii)

mileage-tracking option that did not include GPS location technology, (iii) options for participants to
choose how they report mileage and who administers their device, (iv) and private-sector

participation in the mileage-based, user-fee market. Users were offered three different tracking plans

or the option to pay a flat fee to avoid mileage reporting. The basic plan, administered by ODOT, did

not require GPS technology, and the installed device only reported total miles traveled and fuel
consumed. The advanced plan added GPS technology to report total mileage, so the plan

administrator could track mileage driven on Oregon public roads and only charge for those miles. A
third plan allowed participants to use their smartphones as tracking devices. Two reporting modes

were available to those with this plan: (i) record all miles driven or (ii) record Oregon-only miles. When
recording all miles, no location data were transmitted, much like the basic plan. Recording Oregononly miles allowed participants to pay for just the miles driven in the state. Finally, program

participants were given the option to pay a flat fee of $45, based on an assumed maximum of 3,000

miles per month, and avoid mileage reporting of any kind. ODOT provided administrative services for
the flat-fee plan (ODOT 2017).

In 2015, the Oregon Legislature created OReGO, an operational program instituted as the next phase

in the mileage-based user fee. Participation was limited to 5,000 volunteers with miles-per-gallon

(MPG) restrictions on a limited number of volunteer vehicles. The program charges 1.5 cents per mile
for travel on public roads and refunds the state fuel tax and miles traveled on private or out-of-state

roads. The legislature also mandated private-sector participation, participant choice for how mileage

is collected and reported, and an open system to allow different types of technology to be introduced
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as it is developed. The ODOT government account is currently run by two vendors: Emovis, a private-
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sector vendor that provides plans outside of their scope for ODOT, and Azuga, which also

provides plans outside of the ODOT option. These three management options allow participants
some freedom in choosing their tracking and management systems and managers. Much like

A mileage-based fee
is a new enough
concept that
Michigan likely could
not immediately
raise substantial
sums of money
through it.

the previous pilots, the account managers track the number of miles driven,
charge the mileage-based user fee of 1.5 cents, and refund the participant’s

fuel tax of 30 cents per gallon based on actual fuel consumption (ODOT 2017).
The OReGO program was designed so that the mileage-based user fee would be

cost equivalent to the gas tax for a passenger vehicle that gets 20 MPG. In

Michigan, there were 99.2 billion annual vehicle miles of travel for all roads in

2016 (MDOT 2018). Using the Oregon cost of 1.5 cents per mile, a mileage-based
fee would generate $1.5 billion in annual revenue in Michigan if all vehicle owners

in the state participated.

A mileage-based fee is a new enough concept that Michigan likely could not

immediately raise substantial sums of money through it. At some point in the
future, however, the state will likely need to find revenue sources outside of

traditional motor fuel taxes to pay for transportation infrastructure. As electric
and hybrid vehicles become more prevalent, motor fuel taxes will become a

less viable revenue source. This issue likely will not come to a head for several years; however, it
may make sense for Michigan to begin piloting alternative taxing programs now, so it can be
ready for that eventuality.

Tolling

Tolling is charging a fee for the use of bridges, highways, and other transportation infrastructure.
Michigan does not have any toll roads, but it does receive revenue from the Blue Water,

International, and Mackinac Bridges. Tolls are also charged at the Detroit-Windsor Tunnel and
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Ambassador Bridge, but these are both privately owned and operated, so these revenues go to the
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private operators (MDOT n.d.).

Michigan’s bridge tolls generate approximately two percent of combined fuel and vehicle taxes and

toll revenues (see Exhibit 6). While some states do not levy any tolls, it is a significant revenue

source for others. For example, in Delaware, New Jersey, and New York, toll revenues are more

than half of combined fuel and vehicle taxes as well as toll revenues.

Technological advancements have made tolling a more appealing option. In the past, collecting

tolls required state and local governments to build and staff tollbooths, resulting in significant

administrative costs; moreover, the process of collecting tolls creates significant traffic congestion,

a substantial nonmonetary cost for drivers. However, with the advent of electronic transponders, a
user does not need to physically stop to pay a toll, which greatly mitigates these challenges.

Currently, 17 states use E-ZPass, the best-known electronic transponder toll-collecting method,

including Ohio, Indiana, and Illinois (E-ZPass Group n.d.). Multiple states have similar systems, such

as SunPass in Florida and TxTag in Texas.

Source: Transportation Asset Management Council n.d.

Total
$986,871
$125,049
$970,634
$622,713
$11,017,218
$1,927,230
$1,714,141
$568,705
$73,352
$6,793,168
$1,346,571
$478,915
$431,431
$3,747,448
$1,189,672
$1,368,049
$756,221
$1,620,625
$879,793
$710,333
$2,766,379
$1,360,534
$2,066,191
$1,648,789
$578,808
$960,199
$421,646
$468,891
$612,318
$589,910
$3,537,614
$621,600
$7,610,185
$2,713,255
$367,177
$3,007,876
$1,523,468
$1,166,772
$4,698,028
$235,446
$878,478
$340,523
$1,277,112
$11,692,959
$611,797
$300,258
$2,390,928
$2,180,292
$827,058
$1,704,693
$195,734
$96,683,057

Percentage of
State and
Local Tolls
0%
39%
0%
0%
11%
10%
0%
51%
0%
24%
1%
0%
0%
32%
0%
0%
13%
0%
2%
23%
25%
30%
2%
0%
0%
0%
0%
0%
0%
20%
51%
0%
53%
1%
0%
9%
17%
1%
30%
8%
2%
0%
0%
14%
0%
0%
5%
14%
11%
0%
0%
10%
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State and
Local Tolls
$49,027
$1,157,569
$188,954
$284
$291,593
$1,658,732
$10,420
$1,210,109
$99,996
$16,619
$159,882
$689,405
$402,485
$50,406
$1,499
$790
$120,735
$1,803,883
$4,046,040
$28,379
$280,957
$260,949
$6,045
$1,398,749
$18,806
$16,209
$41
$1,683,238
$918
$128,185
$306,397
$90,709
$81
$16,178,091

Percentage
of State and
Local Fuel and
Vehicle Taxes
100%
61%
100%
100%
89%
90%
100%
49%
100%
76%
99%
100%
100%
68%
100%
100%
87%
100%
98%
77%
75%
70%
98%
100%
100%
100%
100%
100%
100%
80%
49%
100%
47%
99%
100%
91%
83%
99%
70%
92%
98%
100%
100%
86%
100%
100%
95%
86%
89%
100%
100%
90%
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State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Total

State and Local
Fuel and
Vehicle Taxes
$986,871
$76,022
$970,634
$622,713
$9,859,649
$1,738,276
$1,713,857
$277,112
$73,352
$5,134,436
$1,336,151
$478,915
$431,431
$2,537,339
$1,189,672
$1,368,049
$656,225
$1,620,625
$863,174
$550,451
$2,076,974
$958,049
$2,015,785
$1,648,789
$578,808
$960,199
$421,646
$467,392
$611,528
$469,175
$1,733,731
$621,600
$3,564,145
$2,684,876
$367,177
$2,726,919
$1,262,519
$1,160,727
$3,299,279
$216,640
$862,269
$340,523
$1,277,071
$10,009,721
$610,879
$300,258
$2,262,743
$1,873,895
$736,349
$1,704,612
$195,734
$80,504,966
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EXHIBIT 6. 2014 State and Local Fuel and Vehicle Taxes and Toll Revenues (Thousands of Dollars)
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These technological advancements make implementing toll roads in Michigan much easier than it
would have been in the past. However, there are important federal limitations on Michigan’s ability

to levy tolls on roads deemed federal aid highways. Federal law allows states to implement tolls for

the following purposes:

• Newly constructed lanes added to existing toll-free interstate highways can be tolled as long as
the number of toll-free lanes is not reduced.
• The initial construction of highways, bridges, and tunnels on the interstate system can be
constructed as toll facilities. Michigan is not currently considering the addition of such routes.

• Noninterstate routes can be reconstructed as toll roads. This includes U.S. 23, U.S. 131, and
M-10.
• Any toll-free bridge can be reconstructed or replaced as a toll facility.
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• A range of tolling options are available under the federal Value Pricing Pilot Program, as long as
the tolls used on each facility vary with its level of congestion. There are a limited number of
slots available for participation in this program and, while none of the slots are currently
available, some are expected to open in the future.
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• Toll-free interstates can be reconstructed as toll facilities though the Interstate System
Reconstruction and Rehabilitation Pilot Program. Currently, only three slots are available for
participation, and all three are taken. However, it is expected that one or more slots will soon
become available for other interested states, and Michigan could position itself as a potential
candidate (21st Century Infrastructure Commission 2016).

If Michigan’s per-

capita level were the

same as New York’s,

tolls would generate

$2 billion annually.

New York generates $4.1 billion in tolls, the largest share of total revenues yielded

through tolls and the largest dollar total among the states. On a per-capita basis,

New York generates $203 in tolls revenues. If Michigan’s per-capita level were the

same as New York’s, tolls would generate $2 billion annually. Of course, given

federal restrictions and the fact Michigan drivers are not used to paying tolls, it is

unrealistic to believe the state would be able to generate billions of dollars in this

type of revenue any time soon.

A more realistic estimate of toll revenues might come from considering the

recently constructed U.S. 23 flex route, an additional lane added during peak

congestion periods between Brighton and Ann Arbor. The $92-million project is

expected to reduce commute times by 20 minutes during rush hour (Frank 2017). This stretch
of road carries 66,000 vehicles per day; if each of these drivers paid a $2.00 toll, it would raise
$48 million per year, a substantial amount, but just a small share of what Michigan actually

needs in transportation revenues. While tolls do not represent a comprehensive solution, they
could be an important component in addressing Michigan’s funding shortage.

BONDING

Bond financing is a type of long-term borrowing that state and local governments frequently use to

raise money, primarily for infrastructure assets. Governments obtain this money by selling bonds to

Bonds, however, are not a revenue source: they merely affect the timing of revenues and

expenditures. By issuing bonds, a government can obtain money up front that can be paid back

over time through user fees, taxes, or some other revenue source. An advantage of this is that the

users receiving project benefits can also be made to pay the costs. For example, if bonds are used

to pay for a highway, current drivers pay for the highway through gasoline taxes or tolls. Conversely,

if the funds were saved in advance, current taxpayers would be supporting a project that benefits

future taxpayers.

Exhibit 7 shows outstanding Michigan bonds as of September 30, 2017. Michigan had $1.5 billion

of outstanding GO debt and $24.9 billion in outstanding non-GO debt. Transportation-related bonds
totaled approximately $1.5 billion.
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pay for operations and is generally structured to be paid back over the life of the project.
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specified schedules. Bonding is generally done for projects with a long useful life; it is not used to
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investors. In exchange, issuing governments to repay this money, with interest, according to
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EXHIBIT 7. Michigan GO and Non-GO Debt as of September 30, 2017 (Thousands of Dollars)

Item
GO Debt
School Bond Loan
Environmental Protection
Total GO Debt
Non-GO Debt
MDOT-dedicated Bonds
MDOT Grant Anticipation Bonds
Michigan Department of Natural Resources State Park Revenue Bonds
Mackinac Island State Park Commission
Michigan State Housing Development Authority
Michigan State Building Authority
Michigan Finance Authority
Total Non-GO Debt

2017
GO Debt
$814,726
$721,010
$1,535,736
Non-GO Debt
$882,460
$607,110
$6,185
$1,575
$2,100,310
$3,053,655
$18,271,815
$24,923,110

Source: Michigan Department of Treasury 2017.

MDOT has the legal authority to issue bonds for a variety of purposes. Michigan has approximately
$100 million in outstanding Comprehensive Transportation Fund bonds, which support public

transportation projects. MDOT also has approximately $700 million in outstanding State Trunkline

Fund bonds, which support all state highways, including those starting with I, U.S., or M prefixes.
Michigan could issue either general obligation (GO) or non-GO debt for roads. Because GO debt

requires an affirmative vote of the people, it can be politically appealing to politicians who do not

want to vote to raise taxes. Non-GO debt lacks this political cover but, because it does not need a

vote of the people, it is far easier and faster to issue.
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Bonding for road projects makes sense in certain circumstances. To the extent that Michigan has a
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backlog of construction and maintenance projects that has grown over time, bonds can be issued now
to help clear that backlog. Bonds may also make sense for new projects: The bonds can be used to

pay for the project now, and the taxpayers who benefit from the new project can pay for it over time.
However, any revenue raised by issuing bonds will need to be paid back with interest later.

Therefore, using bonds to pay for ongoing repair and maintenance costs is not a wise strategy, as it

would be analogous to using a credit card to pay an electric bill: While it may help this month, it

makes paying future bills much harder. It can be politically appealing to use bonds to pay for roads

when there is not enough political support to raise the taxes and fees needed for ongoing repairs,

particularly in an era of term limits. The politicians who issue the bonds may be out of office before
the debt service needs to be paid. However, this strategy is shortsighted and would create future
fiscal problems. While bonding can serve an important component to a transportation

infrastructure solution, Michigan cannot meet its long-term infrastructure needs through them. Any

plan must include a strategy that identifies the ongoing revenues that will be used to pay the debt
service on any bonds issued and to meet ongoing costs. Exhibit 8 shows the annual debt service

cost on a $1 billion debt issuance paid over 30 years.

EXHIBIT 8. Annual Debt Service on a $1 Billion Debt Issuance Paid Over 30 Years (Millions of Dollars)

Interest Rate
2%
3%
4%
5%
6%
7%
8%

Approximate Annual Debt Service
$44.4
$50.6
$57.3
$64.4
$71.9
$79.8
$88.1

Source: PSC calculations.

Public-Private Partnerships

A P3 model is

P3s are an innovative way to finance transportation infrastructure. Under a P3, a private entity
pays for some or all of the design, construction, and/or operation and maintenance of an
infrastructure project. In exchange, the private entity is given access to an ongoing revenue
source, such as tolls. This model is being used for the construction of the Gordie Howe Bridge.
A consortium of companies is financing the construction and will be responsible for the
operations and maintenance with the Canadian government’s support. Toll revenues will go to
the consortium to cover their costs (Livengood 2018). This approach was also
used to build the Chicago Skyway that connects I-94 in Chicago to I-90 in
Indiana. Skyway Concessions Company assumed operations of the Skyway in
2005 and was responsible for all operation and maintenance costs. In
exchange, it had a right to toll and concession revenue (Center for Innovative
Finance Support n.d.). It would be challenging for Michigan to make P3s work
without allowing its private partners to charge tolls.

P3s are primarily a financing tool. Instead of a government entity issuing debt
and paying it back with a revenue source like tolls, a private entity does this.
P3s are particularly popular with those who feel the private sector will do a
better job building and maintaining infrastructure than the public sector. In addition, P3s allow
governments to transfer risk. The private entity bears the risk of maintenance costs being
higher than expected or if toll revenues are lower. Of course, contracting with a private entity is
not without liability. Private entities build a risk premium into their contracts, leaving the
government responsible if a P3 project fails.

P3s are also appealing to governments for a less fiscally sound reason. Companies can be
asked to make large upfront payments to governments, and the governments can then use
these funds for other priorities. For example, Chicago leased its parking meters to a private
company for 75 years in exchange for a $1.16 billion upfront payment. This represented trading
an ongoing revenue stream for a lump-sum payment, a technique governments occasionally
use to balance their budgets. Taxpayers can come out behind in these deals, however, as
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Gordie Howe Bridge.
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Using bonds to pay for
ongoing repair and
maintenance costs is
not a wise strategy, as it
would be analogous to
using a credit card to
pay an electric bill.

Chicago residents saw steep increases in parking costs. Investors are expected to
recoup their initial investment with 62 years left on the 75-year lease. Future
parking revenues will be largely profit (Spielman 2018).

The Chicago Skyway project also had an upfront payment of $3.8 billion that
Indiana used for other projects. The initial investment consortium had to file for
bankruptcy when the number of drivers did not meet expectations. A new operator was found,
but tolls ended up more than doubling (Goldstein and Cohen 2017).

INFRASTRUCTURE BANK

An infrastructure bank is a revolving fund established by the state to finance transportation
projects. It has the capacity to offer direct loans and various types of credit enhancement
products to fund infrastructure projects. Infrastructure banks are capitalized with state and
federal funds (Federal Transit Administration 2016).
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The federal Safe, Accountable, Flexible, Efficient Transportation Equity Act allows for
cooperative state and federal infrastructure banks. This program established 39 of these banks,
including one in Michigan, which were capitalized with federal funds. The banks can issue loans
or offer credit enhancements, including letters and lines of credit, bond insurance, and loan
guarantees. The Michigan State Infrastructure Bank loan program is available to any entity
receiving Act 51 money, including county road commissions, cities, villages, and MDOT. MDOT
cites this program as a complement to traditional funding techniques and notes that it serves
as a tool to meet urgent financing demands (MDOT 2019).
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Michigan’s infrastructure bank could be expanded with additional capital, allowing it to make
additional loans. However, the infrastructure bank basically serves a lending tool. In that sense,
the positives and negatives of using an infrastructure bank are the same as with bonding.

Infrastructure banks can be used to accelerate the availability of funds to pay for projects. As
discussed in the bonding section, there are advantages to doing this. However, any funds used
from the infrastructure bank will need to be paid back with interest. Therefore, these banks can
be a complementary policy to enacting new revenues, but they are not a substitute for them.
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Business Leaders for Michigan’s
Policy Principles as a Roadmap
for Improving State Roads

Having worked extensively in the research and promotion of Michigan’s infrastructure funding crisis,

Business Leaders for Michigan supports significant new funding to support long-term infrastructure.
The following policy principles have been developed in collaboration with key infrastructure

stakeholders and should be used as a guide for policymakers in choosing effective solutions for

improving the state’s roads.

4.
5.
6.
7.
8.
9.
10.

P3s and alternative financing methods should be fully utilized.

Funding should be sufficient to ensure at least good- and, ideally, best-quality
conditions.
Warranties on work should be required.

Funding should be both sustainable and dedicated.

Revenue should come from the users of the infrastructure, which means all of us.
General purpose taxes (e.g., sales and income taxes) that fund the balance of state
government should not be utilized.
User fees should reflect the true cost of service, including the replacement or
rehabilitation of aging infrastructure.

A renewable bond program and/or regional assessment could be used to fund one-time
or recurring needs that cannot be reasonably addressed through user-based funding.
However, the revenue source should not adversely impact other critical priorities that
help create jobs, such as job training, higher education, and economic development.
A statewide nonpartisan, multi-infrastructure council comprising professional
subject-matter experts should be established to recommend strategic prioritization
of investments, maximize federal dollars, facilitate P3s, oversee a coordinated asset
management system, and possibly coordinate projects of state significance.

Call to Action: Increased Road Funding in Michigan

3.

Regional and cross-functional coordination and resulting efficiencies should be
rewarded.

I

2.

Needs should be prioritized based on economic, health, and safety risks, with
transportation and water systems given highest priority.
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