Employment Impacts of Highway Infrastructure Investment

For many years, the Federal Highway Administration (FHWA) has periodically estimated
the employment impacts of highway capital expenditures. Two rigorous efforts to
estimate these impacts were performed in 1997 and 2005. The 1997 analysis estimated
that each one billion dollars of Federal-aid highway expenditures, plus a 20 percent State
share, supported 47,500 jobs. The employment estimate included direct, supporting, and
induced positions, defined as:

* Construction oriented employment, including all jobs that are created either by the
construction firms that work directly on the project or by the firms that provide direct
inputs (paving materials, steel, concrete, etc.) to the construction project;

= Supporting industries’ employment, including jobs in firms that provide inputs to the
industries that directly provide materials and equipment used in highway construction.
For example, a firm that produces guard rails is counted as ‘construction oriented’
employment but the firm that provides the sheet steel to make the guard rails is
considered part of ‘supporting industries’ employment; and

* Induced employment, which includes all of the jobs supported by consumer
expenditures resulting from wages to ‘construction oriented’ and ‘supporting industries’
employment.

The 1997 analysis estimated that each one billion dollars of Federal-aid highway
expenditures, combined with $250 million from the States', supported 19,584
construction oriented jobs; 6,939 supporting industries’ jobs; and 21,052 induced
employment jobs. The analysis also estimated that the total jobs equated to employment
income of $1.7 billion.

Although the analysis was performed more than a decade ago, the jobs number is cited on
a routine basis as a justification for increased highway spending. The figure was even
cited in SAFETEA-LU. A subsequent analysis was performed to update the estimate to
2005, but the results of the analysis were not released due to concerns that the jobs
number would continue to be misused and that the new, lower estimate would not be
understood. The analysis of 2005 data, reflecting increases in the cost of raw materials
and labor, estimated that 36,488 jobs would be supported by each $1.25 billion in
highway capital investment.

FHWA has now updated its estimate to 2007, and estimates that a total of 34,779 jobs,
equating to employment income of $1.3 billion, would be supported by each $1.25 billion
in highway capital investment. The number has dropped in the past two years due to
input price increases, including a 56 percent increase in asphalt and a 24 percent increase
in the cost of diesel fuel.

! The Federal share is 80% of the total project cost, so $1 billion in Federal spending would equate to
$1.25 billion including the 20% State share.



Impacts of $1,000,000,000 Federal Expenditure
with 20% State Share

1997, 2005 and 2007
(2007 dollars)

1997 2005 2007*
Construction Oriented Employment Income $736,704,000 $536,053,016 $493,517,797
Construction Oriented Employment Person-Years 19,584 12,572 11,921
Supporting Industries Employment Income $278,221,000 $240,940,000 $218,834,879
Supporting Industries Employment Person-years 6,939 5,604 5,405
Induced Employment Income $681,478,000 $685,193,000 $615,113,374
Induced Employment Person-years 21,052 18,311 17,453
Total Employment Income $1,696,406,000 $1,462,188,000 $1,327,466,049
Total Person-years 47,500 36,488 34,779

*Preliminary

Cautions about the use of the job employment and income figures

e The estimated jobs figure, if used at all, should be used carefully --
% The FHWA analysis refers to jobs supported by highway investments, not

jobs created,

¢ The distinction needs to be made between jobs directly related to highway
construction -- about one-third of the total jobs — and the supporting
industries’ and induced employment jobs.

¢ The assumed State share must be included in the overall investment number;

** Annual highway funding supports the same jobs, except to the extent that
incremental spending increases create new ones.

« The estimated job support utilizes the national average mix of construction
materials and labor inputs. Specific projects and local utilization ratios will
alter the estimated number of jobs supported.

e The FHWA analysis assumes there is slack capacity in the markets for labor and for
goods and services. If there is not excess capacity, some of the employment will be
met by workers shifting from other jobs.

e The employment figures have recently been used as a justification for including
highway spending in an economic stimulus package. But with the exception of short-
term resurfacing and preservation projects, highway funds spend out slowly, with
only 27% of a project, on average, outlaying in the first year. Further, it is unlikely
that States would undertake additional resurfacing projects; instead, States would
likely use additional funds to move other planned projects.



