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Introduction and summary

Infrastructure forms the foundation of the U.S. economy. Without highways,
power grids, railroads, dams, levees, and water systems, businesses could not
transport their goods, homes would be without electricity or drinkable water, par-
ents could not get their kids to school, and the United States would cease to be a
world leader in productivity and innovation. But despite our infrastructure’s clear
indispensability, decades of negligence and underinvestment have allowed much

of it to fall into a shameful state of disrepair.

Inefficiencies in our infrastructure affect all aspects of American life. Commuters
on our highways now lose more than $100 billion every year in time spent and
fuel burned due to ever-increasing congestion on their way to and from work.'
U.S. ports are struggling to handle increased ship sizes and cargo volumes. Lock
systems on inland waterways are crumbling, causing tens of thousands of hours
of delays every year. And leaking pipes lose an estimated 7 billion gallons of
clean drinking water every day.* Together, these failures jeopardize public health,
contribute to environmental degradation, and make American businesses less

competitive, forcing them to pass additional costs on to consumers.

At the same time, our closest competitors have dramatically stepped up their
investment in infrastructure and adopted ambitious plans for additional devel-
opment. The United States fell to 24th place in overall infrastructure, down

from ninth in 2008, according to a 2011 annual survey conducted by the World
Economic Forum.® What’s worse, under current levels of investment, this rank-
ing will likely only continue to fall. A recent Center for American Progress report
on America’s infrastructure funding gap estimated that the federal government is
underinvesting in infrastructure by approximately $48 billion per year, assuming a
goal of adequately maintaining existing infrastructure and preparing for projected

economic and population growth.*

But our situation is not hopeless. By coupling increased investment with a number

of commonsense reforms, the United States could make great progress toward
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bringing its infrastructure up to modern standards. The establishment of both
a national infrastructure bank and a national infrastructure planning council
represents an innovative and promising way in which we could finance and plan

infrastructure projects. That is the subject of this report.

By establishing a centralized federal lending authority in the form of an infrastruc-
ture bank, the United States could:

* Increase public investment in infrastructure

* Leverage billions in additional private investment

* Streamline existing federal lending initiatives

* Increase the share of federal money that flows to projects meeting rigorous cost-

benefit criteria

With a relatively modest investment, the federal government could enable the
completion of numerous large-scale projects of critical economic importance

throughout our country, potentially producing thousands of jobs in the process.

Forming a national infrastructure planning council would also help better coordi-
nate federal investments in infrastructure. This would go a long way toward resolving
the siloed decision-making process that currently prevents crucial project integra-
tion and encourages ineflicient spending across government agencies, as each
agency attempts to independently address single components of a complex, inter-
dependent infrastructure system. Better coordination would allow the United States
to finally develop a comprehensive national infrastructure plan on par with those
implemented by both industrialized and developing nations, while also encouraging

the adoption of the best investment and planning practices at all levels.

Congress and the Obama administration should be praised for taking a signifi-
cant step toward better investment coordination and improved due diligence by
expanding the Department of Transportation’s Transportation Infrastructure
Finance and Innovation program, included in the recently passed Moving Ahead
for Progress in the 21st Century Act. Increasing this program’s funding from $122
million in fiscal year 2012 (which began in October 2011) to a combined $1.7
billion for FY 2013 through FY 2014 will help it achieve a considerably greater
impact. The program provides low-interest loans, loan guarantees, and lines of
credit to public and private investors undertaking large-scale surface transporta-
tion projects. Although the program’s limited surface-transportation-only focus

and known funding horizon of only two years means it alone cannot shoulder the
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burden of America’s infrastructure needs, the designers of any future infrastruc-
ture bank should look to this program as an example of how to successfully oper-

ate a federal infrastructure lending initiative.

This report will detail the need for both a national infrastructure bank and a planning
council, explain how they each would work, and examine how they would address the
specific failings of our current system of infrastructure investment. We will consider
existing policy proposals for creating an infrastructure bank and will note which fac-
ets of these plans still require significant attention from policymakers. Finally, we will
put forward a number of suggestions for immediate action to lay the groundwork for

a national infrastructure bank and an infrastructure planning council.

The United States simply cannot wait any longer to address our crumbling infra-
structure. If we take action now to better plan, finance, and coordinate critical invest-
ments in our national infrastructure, we can ensure continued prosperity for future

generations, while immediately helping the American economy get back on its feet.
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The need for an infrastructure bank
and planning council

The overwhelming scale of the challenges facing U.S. infrastructure cannot be ade-
quately addressed by individual state and local efforts or piecemeal federal support.
Our myriad overlapping and competing funding streams, programs, and initiatives
have repeatedly proven to be inadequate, and the need for central entities to plan,

coordinate, and finance projects of national importance could not be more apparent.

In this section, we examine the four greatest failings of our current infrastructure

investment system and illustrate their detrimental effect on the U.S. economy:

* Failure to provide sufficient public funds
* Failure to attract private investment
* Failure to coordinate investments

* Failure to allocate funds efficiently

Let’s examine each of these failures in turn.

Failure to provide sufficient public funds

Despite a large number of independent funding streams and initiatives for infrastruc-
ture development already in the federal government, the United States is failing—by
a large margin—to adequately invest in its infrastructure. These existing funding
streams include multiple federal loan programs, a far greater number of grant oppor-
tunities, and many additional layers of programs at the state and local level. A recent
Center for American Progress report estimated that bringing America’s infrastruc-
ture into a state of good repair and adequately preparing it for projected growth
would require the federal government to invest at least an additional $48 billion

per year on top of current infrastructure spending levels, which in FY 2010 totaled

roughly $92 billion in grants, credit subsidies, and tax expenditures.®
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Even then, this spending could only be considered sufficient if it triggered $11
billion annually in additional state spending and was accompanied by a $10 billion
increase in annual federal loan authority. The United States is simply not investing
enough to repair and maintain our most critical infrastructure, let alone expand

and upgrade it to enable future economic growth.

This lack of sufficient funding and political will means we are not only underfunding

local water-treatment systems and roadway investments but also perpetually neglect-

ing large-scale regional projects. Such cross-state “megaprojects” have the potential

to produce massive economic returns but frequently go unfunded or unconsidered The United States is
because they are simply too large for states, localities, or limited federal programs to

finance. While the Transportation Infrastructure Finance and Innovation program Sim P | y not investin g
and similar initiatives may seek to support large-scale undertakings, it simply does

not have the funds to provide the level of capital required for such megaprojects enoug htore Pa ir

and is generally limited to funding projects that fall into a specific sector—such as

surface transportation—instead of integrated, cross-sector proposals. and maintain

This problem is evident, for example, in ongoing efforts to replace the functionally ~ OUI MOST C ritical
obsolete Brent Spence Bridge that connects Cincinnati, Ohio, with Covington,

Kentucky, carrying traffic from two large interstate highways across the Ohio infrastructure , let
River. Despite its critical importance to regional commerce and the economic

vitality of both cities, project planners have not been able to find a funding source ~ d lone ex Pan d and
for the $2.4 billion needed to begin work.® Even with combinations of grants,

municipal bonds, and private investment, such projects often require an addi- upgra de it to enable
tional source of funding to make it out of the concept stage.” Currently this source
of funding does not exist, which means the very projects that hold the greatest future economic

potential to spur lasting economic growth are the most frequently abandoned.
growth.
These problems are further compounded by a congressional appropriations pro-
cess that allocates some infrastructure funds on a year-to-year basis and legislators
who are sometimes reluctant to commit resources over the longer time frames
required to complete most infrastructure projects. The recently passed Moving
Ahead for Progress in the 21st Century Act surface-transportation bill provides
program allocations for only two years—well short of the five-year timeframe of
most of its predecessors. This leaves states, localities, and private investors strug-

gling to make long-term plans under the uncertainty of future federal support.

Additionally, this annual appropriations process can encourage state and local

policymakers to delay necessary projects in the hope of securing federal funding
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in the next election cycle, both delaying benefits and potentially increasing costs,

as required repairs become more significant.®

Failure to attract private investment

Private investors can be valuable and innovative partners in maintaining and
modernizing critical infrastructure. Our current system of financing, however, has

often failed in its attempts to forge viable partnerships with private investors.

While the traditional American method of attracting private capital by offer-

ing tax-exempt municipal bonds has been successful in many instances and will
remain a valuable tool for infrastructure investment, it often leaves many large
potential investors sitting on the sidelines. The reason: These groups are either
already exempt from taxes, as in the case of pension funds, or have no state tax
liability to begin with, as is the case with international investors. These character-
istics have historically made tax-exempt bonds far less attractive to these groups,

resulting in extremely limited purchases.

In the wake of the Great Recession of 2007-2009, however, many of these institu-
tional investors now say they are eager to diversify their portfolios by investing in
infrastructure. The California Public Employees’ Retirement System, for example,
has already allotted $4 billion to be invested in U.S. infrastructure projects over

the next three years.’

The success of so-called Build America Bonds has demonstrated that alternatives to
traditional municipal bonds can have success in attracting pension funds and inter-
national investors. The program, initiated in 2009, issued an estimated $117 billion
in taxable state and local bonds for which the federal government directly subsidized
a portion of the interest costs.'’ This made the bonds significantly more attractive to
private investors, eliminating inefficiencies in the system of federal bond subsidiza-
tion that cost the federal government billions of dollars every year.!' Unfortunately,

the program was allowed to expire in 2010 and has not yet been renewed.

Public-private partnerships offer shareholders a direct stake in projects, and the
potential for greater returns are also extremely attractive to these types of private
investors. Unfortunately, states and the federal government have not yet fully
taken advantage of these new types of investment vehicles. While 25 states have
passed legislation expressly aimed at encouraging public-private partnerships,

relatively few projects have actually been launched."
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This is largely because our infrastructure financing system lacks the experience

and tools to quickly identify viable investment opportunities and match private

investors with public partners. Without improved coordination, transparency, and

financial assistance, billions of dollars more in potential investment may go unreal-

ized despite the existence of numerous willing investors. In contrast, Europe has a

fully functioning infrastructure finance program up and running. (see box)

Lessons from the European Investment Bank

While the United States struggles to develop a national infrastructure
investment plan, the European Union has been operating a transna-
tional, publically chartered infrastructure bank for longer than half a
century. Founded in 1957, the European Investment Bank funds criti-
cal projects throughout Europe and in developing nations worldwide
to the tune of tens of billions of dollars every year.

The bank is capitalized by funds from its 27 member states but also
raises a large portion of its capital from issuing bonds. These funds are
used to offer low-interest, long-term loans to both public and private
entities, as well as loan guarantees and technical assistance. The bank
is able to offer such attractive rates because it is large, nonprofit, has a
AAA credit rating, and is fully backed by member governments.'

In 2010 the bank loaned out more than $100 billion, the vast majority
of which (87.5 percent) went to projects in EU countries.' This included

Failure to coordinate investments

$5 billion in high-speed rail projects; $3 billion in road and bridge im-
provements; $12 billion in sustainable urban transit; and $134 million
in inland waterway improvements.'> Overall, the bank financed 460
“large projects”in 72 countries in 2010 alone, and this was all on top of
the investments made independently by individual member states.’

The European Investment Bank should serve as both a useful example
for policymakers and as a harsh reminder of how the United States is
continuing to fall further behind our international competition. Any
U.S. infrastructure bank must learn from the successes and failures

of its international predecessors and must do so quickly if we are to
keep pace in the decades ahead.

*This report uses 2010 data to allow for easy comparison between
European Investment Bank investment levels and federal U.S. loan
authorities for infrastructure. (see Figure 1)

The uncoordinated and siloed fashion in which federal dollars are allocated also

hampers efforts to modernize U.S. infrastructure. Despite the interdependence of

America’s electricity, water, transport, and telecommunications networks, the vast

majority of federal funds are dispersed by sector-specific programs that do not take

into consideration the impact of their initiatives on other infrastructure systems.
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The Department of Transportation, for example, does not fully consider how
increased investment in passenger or freight railways might alleviate the need for
additional road and highway expenditures, and does not coordinate the landside
port improvements it funds with Army Corps of Engineers waterside invest-
ments at the very same ports. Indeed, according to a recent Center for American
Progress analysis, integrated transportation spending accounts for only about 2
percent of the Department of Transportation’s investments—a distressing figure

for those concerned with maximizing efficiency and minimizing costs."”

Exacerbating this problem is the inherently reactive nature of the many federal
agencies responsible for various aspects of our nation’s infrastructure. Nearly all
of the projects that agencies consider are brought to them by localities, states, or
Congress. They are almost never asked to propose projects based on their own
analysis of national needs or to take on the role of integrating multiple small-scale
proposals. Instead, they are only given the responsibility of evaluating individual
pitches from policymakers primarily concerned with their own limited constitu-
encies. Consequently, the United States has no national goods movement, water,
or energy plans to match those of other rapidly developing nations, and our eco-

nomic competitiveness and prospects for growth are suffering as a result.

Failure to allocate funds efficiently

Despite inadequate funding levels and limited program coordination, the United
States still allocates tens of billions of dollars annually to a multitude of projects
across the nation. Such investment could go further toward upgrading America’s

infrastructure if it were spent more efficiently.

The vast majority of funds for infrastructure projects in the United States are not
disbursed on the basis of a rigorous comparison of projects’ economic costs and
benefits. Instead, they are allocated by formula or annual congressional appro-
priations that place more emphasis on geographic political considerations than
on return on investment. For decades, highway funding has been distributed by
formulas that heavily weigh vehicle miles of road over the actual need for repair
or extension. As a result, Alabama has in the past received more funds than
Massachusetts, Florida more than New York, and Georgia more than Michigan.'®
This ineflicient process is only getting worse, as the recently passed surface trans-
portation bill actually increased the percentage of funds apportioned by formula

from 83 percent to 92.6 percent."”
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Highway spending, however, is not the only area where money is allocated in this
fashion. According to the Congressional Research Service, the nation’s 20 busiest
ports handle 80 percent of arriving oceangoing ships but account for less than 40
percent of federal Harbor Maintenance Trust Fund expenditures.” In the alloca-
tion of funds for drinking water projects, millions of dollars are allotted every year
just to ensure that every state receives at least 1 percent of the funds available.”!
Such processes virtually ensure a suboptimal distribution of investment, as money

is directed according to arbitrary legal requirements not potential impact.

America’s present system of infrastructure financing is failing on multiple fronts
and falling well short of providing the levels of coordinated and expertly directed
investment required to rebuild and modernize our aging bridges, electrical grids,
and highways. It is clear that if the status quo is maintained, the United States will
only continue to fall further behind its neighbors and competitors—with signifi-

cant and damaging repercussions for the future health of the U.S. economy.

9 Center for American Progress | Creating a National Infrastructure Bank and Infrastructure Planning Council



How would an infrastructure bank
and planning council help?

The establishment of a national infrastructure bank and national planning council
would go along way toward making the existing system of infrastructure financing
more rational, efficient, and transparent. In this section, we lay out the potential ben-
efits offered by both institutions and illustrate how they can immediately help remedy
the failures of the status quo. Americans deserve an infrastructure network befitting
the largest and most innovative economy in the world, and creating a national infra-

structure bank and national planning council will do much to achieve that goal.

National infrastructure bank

A national infrastructure bank would help spur more infrastructure investment by
creating a strong federal lending authority capable of financing and coordinating
high-value infrastructure investments throughout the country. It could provide
low-interest loans and loan guarantees to state, local, and private investors, and
help stakeholders connect available capital with financially viable projects and
willing partners. Because all of the funds distributed by the bank would be paid
back with interest by borrowers following the completion of their projects, the
costs to the federal government following the initial capitalization of the bank
would be remarkably low. Every federal dollar put into the bank would be able to
achieve an impact well beyond its face value by supporting project after project as

long as the bank continued operation.

Despite its low costs, however, a national infrastructure bank could put a sub-
stantial dent in the infrastructure funding gap by attracting billions of dollars in
additional public and private investment. By providing the final financial piece
that many large projects require to get off the ground, federal infrastructure loans
and loan guarantees could enable hundreds of otherwise-abandoned projects to
move forward. An infrastructure bank proposal put forward by Sens. John Kerry
(D-MA), Kay Bailey Hutchison (R-TX), Mark Warner (D-VA), and Lindsey
Graham (R-SC) estimates that an initial $10 billion endowment could provide
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up to $160 billion in financial assistance over the next decade, pulling in between
$320 billion and $640 billion in additional nonfederal spending.** Such levels of
investment would pour billions of dollars into some of the economic sectors hit
worst by the recession, among them the construction industry and heavy manu-

facturing, and could help put thousands of unemployed Americans back to work

on projects with guaranteed economic and social returns. Both the U.S.

An infrastructure bank could be particularly effective at leveraging additional Chamber of
investment because it would be able to make such investment more attractive to

private investors. A federal bank could help inexperienced states and localities Commerce and

develop attractive public-private partnerships and could connect willing private
partners with these investment opportunities. Providing a single “home” for the American
such project proposals would eliminate the need for investors to make redundant
pitches to multiple federal, state, and local agencies, making the entire process of Federation of Labor
linking private capital with critical infrastructure projects both more efficient and
user-friendly. Federal oversight and guidance could also perform the important and Con gress
task of promoting models that protect wages and collective bargaining rights.
For all of these reasons, both the U.S. Chamber of Commerce and the American of Industrial
Federation of Labor and Congress of Industrial Organizations see significant ben-
efits for their members should a national infrastructure bank be created, and both O rgan izations see
have jointly come out in strong support of establishing such a bank.>

significant benefits
An infrastructure bank would also help overcome the many problems associated
with the annual appropriations process and could provide the types of financial for their members
assistance that are most useful for infrastructure projects. By providing long-term
loans and loan guarantees, the new bank would make year-to-year federal support S hould a national
significantly more predictable. Short-line railroad owners could hire employees,
and clean energy operations could plan for expansion without being constrained infrastructure bank
by the uncertainty of not knowing whether the critical federal loan programs that
support them will exist in a year’s time. be created.

Additionally, by building delayed-repayment mechanisms into these loans, many

crucial projects could be undertaken even if they may take time to begin generating
sufficient user fees or savings to begin repayment. Public and private investors alike
frequently find it difficult to acquire financing of this kind, but by filling this void, a

national infrastructure bank could further enable billions of dollars in investment.

Furthermore, introducing a centralized federal lending authority could help dra-

matically improve coordination between federal agencies and the multiple lending
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initiatives they oversee. A recent Center for American Progress analysis estimated
that in FY 2010, just under $124 billion in total federal lending authority for
infrastructure projects was spread out over six different programs in three different
departments. (see Figure 1) It would likely be more efficient for an infrastruc-

ture bank to assimilate these existing federal loan schemes. Such changes would
eliminate redundancies, build capacity to plan intermodal projects, and further

improve due diligence in project selection.

Energy is a major cost driver when it comes to getting water to the tap and treating
wastewater, but our current system does not adequately account for energy needs
when planning water-system improvements. A federal lending authority, however,
could allow for drinking and clean water infrastructure investments to be coordinated
with the expansion of electrical capacity required to support them. Or it could arrange
for channel deepening at ports to be planned alongside the bridge replacements
required to ensure new and larger freight vessels can access harbors. Bank experts
would be able to actively seek out opportunities for cross-state and cross-sector coop-
eration, and encourage policymakers and private investors to undertake the kinds of

visionary and integrated projects that are the most beneficial to economic growth.

Finally, more efficiency-driven project selection could possibly deliver the greatest
gains. An independent bank with a professional staft could rank project proposals by
expected economic and social returns, and allot funds accordingly. They would not
have to be constrained by outmoded formulas or arbitrary allocation processes, and
could instead ensure that each dollar lent out achieves the greatest possible impact
for the greatest number of people. With funding for projects of all kinds becoming
increasingly difficult to come by and with infrastructure needs growing daily, we
cannot afford to continue being inefficient with our spending. A national infrastruc-
ture bank could help reduce such waste, while making the most of limited resources

to effectively promote valuable economic, social, and environmental goals.

The creation of a national infrastructure bank would thus help increase public
investment, attract private investment, improve investment coordination, and
ensure investment efficiency. As the United States becomes more integrated into
an increasingly competitive global economy, we have no choice but to pursue
these goals, and we must do so with the greatest possible urgency. Indeed, the idea

of an infrastructure bank is not new to policymakers. (see box on following page)
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A brief history of state infrastructure banks

The idea of establishing infrastructure banks to help finance needed
investment is not new to the United States. As of 2010, 32 states
and Puerto Rico already had state infrastructure banks in operation,
using them to enter into more than 700 loan agreements worth
$6.5 billion.?*

A handful of banks were established in the 1990s as part of a limited
federal pilot program, which was expanded in 2005 to include all
states. Since then, most state infrastructure banks have been capital-
ized using a combination of federal and state funds, although a few
have used only state monies to avoid certain federal regulations.

While these banks have helped finance hundreds of projects, their
results have been somewhat mixed. Almost the entirety of the $6.5
billion allotted in loans comes from only eight states. South Caro-
lina—one of the first participants in the bank pilot program and

National infrastructure planning council

which raises significant additional funds by allowing its bank to sell
bonds—is alone responsible for more than $3 billion of that invest-
ment. Many states have barely made use of their banks at all.

Just as importantly, almost all of these banks provide funding only
for surface-transportation projects, ignoring other critical types of
infrastructure. Due to their relatively small size, they also do not have
the funds or expertise necessary to handle regional megaprojects
and generally avoid complex multimodal undertakings.?®

State infrastructure banks will play an important role in meeting
future infrastructure needs, but they would be more effective work-
ing alongside an equivalent federal institution. Such a national bank
would be capable of taking on projects that state banks cannot and
providing the expertise, coordination, and leadership currently lack-
ing in our infrastructure-investment system.

While structuring financing packages for vital projects is among the most impor-

tant roles the federal government plays in infrastructure investment, its activities

extend well beyond this role and into research, issuing regulations, awarding

grants, environmental protection, and even directly operating and maintaining

locks, dams, bridges, and utilities throughout our country. To coordinate all of

these activities and maximize the efficiency of federal infrastructure programs, we

need a national infrastructure planning council. Such a council would unite the

disparate federal initiatives currently attempting to individually tackle our national

infrastructure crisis, thereby making the jobs of federal agencies easier and dra-

matically improving program effectiveness.

Such a council would help federal agencies establish a common understanding of

the scope and breadth of the federal government’s investment in our nation’s infra-

structure. By sharing current and pending project inventories, synergistic opportuni-

ties can more easily be identified and acted upon. Investments in locks and dams on
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inland waterways could be coordinated with landside improvements at the seaports
they service, while the impact of the information technology revolution on commut-

ing patterns could be taken into consideration when allotting highway funding.

A national infrastructure council should also be tasked with collecting and dis-
seminating best practices pertaining to project selection, preventative mainte-
nance, and construction cost reduction. It would also promote the use of common
objective measures to evaluate the progress of ongoing and completed infrastruc-
ture projects. The council would work to identify opportunities for innovation
and help develop new mechanisms for leveraging private investment. A national
infrastructure council would also work in close coordination with a national infra-
structure bank, as the council could coordinate federal activities with nonfederal
and private initiatives to ensure that the bank did not unnecessarily duplicate

existing federal expert capacity.

With all relevant authorities sitting at a single table, we can finally develop and
pursue coordinated approaches to overarching national problems such as road
congestion and electrical grid reliability. A national infrastructure planning coun-
cil would help the United States begin to close the gap between our level of invest-
ment and that of our international competitors—whose levels of infrastructure
investment have surpassed that of the United States for years—and would help

spur economic growth in both the short term and the long term.
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What might a national
infrastructure bank look like?

Multiple serious proposals for a national infrastructure bank have been put
forward at the Congressional level in just the past five years, beginning with the
bipartisan Dodd-Hagel National Infrastructure Bank Act of 2007.*” More recent
proposals include the 2011 Building and Upgrading Infrastructure for Long-Term
Development, or BUILD Act, sponsored by Sens. Kerry, Hutchison, Warner, and
Graham, and the National Infrastructure Development Bank Act, sponsored by
Rep. DeLauro (D-CT). The BUILD Act also served as the basis for infrastructure
bank proposals recently put forward by the Obama administration, including
those found in the proposed American Jobs Act of 2011 and the president’s pro-
posed 2013 federal budget.”®

These various proposals share many common elements but also differ on several
key institutional attributes. In this section we consider which features are almost
certain to be incorporated into any future infrastructure bank, as well as compo-
nents which still require significant attention from policymakers to ensure any

proposed institution is as efficient and effective as possible.

The fundamentals of an infrastructure bank: Where most plans agree

Most infrastructure bank proposals envision a wholly government-owned cor-
poration led by a board selected by the president and subject to some form of
congressional approval. Although the board’s size and composition vary among
plans, all plans agree that rules must be put in place to ensure the board is not
dominated by a single party’s partisan appointees and that its members have
sufficient and relevant expertise in infrastructure development and financing. An
important balance will also have to be struck between ensuring adequate oversight
of the bank and enabling it to operate independent of political pressure, lest its
project-selection process simply become another extension of existing, politically

motivated allocation methods.
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The majority of proposals permit an infrastructure bank to offer long-term

loans and loan guarantees of up to about 35 years, with the potential for flexible

repayment schedules that would allow investors the time required to complete

large-scale projects and begin recouping their costs via user fees, tolls, or other

revenue sources. Entities eligible to receive financing would include state and

local governments, private investors, or public-private partnerships. Eligible

project areas vary somewhat between the plans but would almost certainly Over the past
include energy, transportation, and water projects, possibly alongside environ-

mental and telecommunications undertakings. 14 years, the

A successful example of such lending practices can be seen in the aforementioned Trans PO rtation

Transportation Infrastructure Finance and Innovation program. Over the past 14

years, this program has used $9.2 billion in federal funding to provide attractive Infrastructure
long-term loans, loan guarantees, and lines of credit that have leveraged more than

$36.4 billion in private and public capital, helping undertake 27 major trans- Finance and
portation projects across the nation.”” Among the reasons the program has been

so successful is its ability to offer loans of up to 35 years and the flexibility of its Innovation

repayment schedule. Recipients of this program’s loans can wait up to five years
after substantial project completion to begin paying back theirloans so asto allow ~ OrOgraim has
time for facility construction and ramp-up.* The designers of an infrastructure
bank would be wise to use these elements of the Transportation Infrastructure hel ped undertake
Finance and Innovation program as a model.

2/ major
To ensure that a future infrastructure bank accomplishes its goal of attracting
significant additional nonfederal and private investment, a cap on the percentage transpo rtation
of a project’s financing which can be covered by loans from the bank may also be
required. The bipartisan BUILD Act proposal—as well as the most recent admin- [0 roj ects across
istration proposals—set this cap at 50 percent. This would ensure that the federal
government never foots the majority of the bill for any project and maximizes the the nation

commitments of its public and private partners.

Importantly, most existing plans also avoid establishing specific criteria for project
selection and leave this process up to the bank’s board. They do, however, emphasize
that project selection should take into account all economic, social, and environ-
mental costs. The board should also prioritize projects that lead to economic growth
and job creation or are of particular national or regional importance. If an infrastruc-
ture bank is properly structured and appropriate selection criteria are adopted, then
it could not only help construct new and valuable national assets but also create

thousands of jobs and promote environmentally sustainable development.
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An infrastructure bank proposal from Sens. John Rockefeller (D-WV) and Frank
Lautenberg (D-NJ) includes an even greater emphasis on breaking down modal
silos in the Department of Transportation. The Rockefeller-Lautenberg proposal
also includes a requirement for an infrastructure bank to consider the long-term
fiscal and competitiveness impacts of their decision making. Some experts advo-
cate including such proposals from the Democratic infrastructure bank bill in the
larger bipartisan BUILD Act.*!

Variability in bank plans: Important features still to be considered

There is a great deal of consensus about what should be included in the creation of

an infrastructure bank. But there also is disagreement about certain components.

Among the first features of any potential infrastructure bank that remain open for
consideration is whether or not a floor should be placed on the size of projects
eligible for financing. The proposed BUILD Act and the president’s 2013 federal
budget both mandate that estimated project costs be at least $100 million—or,
in the BUILD Act, $25 million if the project is in a rural area—in order to receive
bank support. The goals of such provisions include ensuring only large projects
with substantial returns are financed and keeping bank funds away from smaller

projects that could be capable of raising sufficient capital on their own.

Such limits, however, may also make it more difficult for the bank to take on the
duties of smaller federal lending initiatives such as the Railroad Rehabilitation and
Improvement Financing loan program or the Department of Energy’s 1703 and
now-defunct 1705 loan programs. These programs support valuable investment

in regional rail revitalization and clean energy technologies but generally make
relatively small loans to individual companies or local governments. If cost floors
exist, policymakers will have to carefully weigh the benefits of streamlining federal
investment in infrastructure by assimilating such programs against the costs of

cutting support for smaller but still valuable projects.

Second, architects of any future bank will have to determine how administrative
costs will be covered. These year-to-year costs could simply be taken from the
funds used to initially capitalize the bank, although this would diminish its lend-
ing authority over time. Yearly congressional appropriations could also be used,

but this would then sacrifice the self-sustaining nature of the bank.
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To circumvent these problems, the BUILD Act proposed allowing the bank to
charge fees—such as application and transaction fees—or make interest rate
adjustments to ensure a balanced bottom line. This would ensure the fiscal
independence of the bank and avoid depleting its loanable funds, but it could
make borrowing from the bank slightly less attractive. Regardless of the solution
chosen, however, such costs will have to be planned for if the bank is to prove

sustainable in the long term.

The bank’s ability to increase its pool of loanable funds by issuing bonds or
borrowing on global capital markets is also of great importance. The DeLauro
proposal includes provisions allowing the bank to do both with the goal of max-
imizing the amount of money the bank would have on hand to support critical
investment. Some state infrastructure banks employ similar practices—includ-
ing those in Florida and South Carolina—as does the European Investment
Bank (described in the box above). But this practice requires attaching higher
interest rates to loans issued by the bank since it must subsequently raise more
funds to pay back bond buyers.” Consequently, policymakers will have to evalu-
ate whether the benefits of such debt issuance outweigh the potential for higher
rates that could ward off borrowers.

Finally, the size of the bank’s initial capitalization and whether it will be a per-
manent institution are both critical and undecided issues. A permanent institu-
tion could help ensure infrastructure investment does not again fall so far below
required levels as it has in recent years and would help spur economic growth for
decades instead of only in the near term. And if the bank is appropriately struc-
tured and fees set at a sufficient rate, then it could become an entirely self-sus-
taining entity that could operate for decades with virtually no need for additional
federal funding. The BUILD Act calls for a permanent bank to be established and
capitalized with $10 billion. The DeLauro proposal, in contrast, calls for a tem-
porary bank—to exist for only 15 years—but which would be capitalized with $5
billion annually from FY 2012 through FY 2016.

While these are still important features to be decided, there are a number of steps
that can be taken to spur the establishment of a national infrastructure bank, as

the next section explains.
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Getting started

Neither a national infrastructure bank nor a national infrastructure plan will be
created overnight. But there are a number of actions that can be undertaken imme-
diately to move the United States in the right direction. In this section, we will detail
the steps that should be taken by policymakers right now to help get these ideas off
the ground and help get America’s infrastructure working again. Specifically:

* Creating the national infrastructure planning council
* Establishing a federal infrastructure bundling entity

* Expanding and better utilizing existing federal loan programs in the short term

Let’s look at each step in turn.

Creating the national infrastructure planning council

We should immediately create a federal interagency planning council to ensure
we develop a coordinated and comprehensive approach to national infrastructure
investment as quickly as possible. The Center for American Progress recommends
that the council include, at a minimum, the secretaries or their designees of the
following departments, commissioners of the following agencies, and the direc-

tors of the following federal offices:

* Department of Agriculture, Office Rural Development

* Department of Agriculture, Natural Resources Conservation Service
* Department of Defense, Army Corps of Engineers

* Department of Energy, Office of Electricity Delivery and Reliability
* Department of the Interior, Bureau of Reclamation

* Department of Transportation, Federal Aviation Administration

* Department of Transportation, Federal Highway Administration

* Department of Transportation, Federal Railroad Administration

* Department of Transportation, Federal Transit Administration
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* Department of Transportation, Maritime Administration

* Environmental Protection Agency, Office of Ground Water and Drinking Water
* Environmental Protection Agency, Office of Wastewater Management

* Federal Communication Commission

* Federal Emergency Management Agency

* Federal Energy Regulatory Commission

Leadership will be critical to the council’s success. The president should select

a knowledgeable and trusted neutral party to lead the council—someone who
has experience in both infrastructure investment and interagency coordination.
With such a council in place operating with the strong support of the executive
branch, departments will be able to have a fuller understanding of each agency’s
investments in the nation’s infrastructure and will be better able to identify and
take advantage of opportunities for interagency cooperation. This will help ensure
the federal government makes the most efficient use of its limited resources and is

able to strategically confront the challenges ahead.

Establishing a federal infrastructure bundling entity

Given existing partisan gridlock in Congress and lawmakers’ hesitance to under-
take large new projects, it may take some time to establish a national infrastructure
bank. But in the meantime we can move toward establishing a bank while also

yielding immediate benefits by creating a federal infrastructure bundling entity.

This body—which could be thought of as phase one of a national infrastructure
bank—would provide intermediary services between public infrastructure projects
and willing private investors but would not distribute loans or loan guarantees. It
would identify large financeable projects and prepare them for pairing with interested
partners, filling a critical void that is presently preventing millions of potential invest-

ment dollars from reaching critical projects due to a lack of viable investment options.

This bundling entity would be similar in function to the recently announced
Chicago Infrastructure Trust but would operate on a national scale and concen-
trate on larger-scale and more complex projects. The estimated $1.7 billion in
investment commitments the Chicago Infrastructure Trust already expects from
investors such as JPMorgan Chase & Co. and Citibank, Inc. demonstrates that a

national bundling entity could produce immediate benefits.**
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To ensure effectiveness, an infrastructure bundling entity should:

* Be able to enter into contracts with experts in infrastructure finance, who can
work directly with project sponsors

* Be able to solicit projects for review and to work with federal agencies to explore
creative options for bundling projects such that they may tap public loan pro-
grams, as well as private investors

* Be required to seek out large-scale, financeable projects in every region of the nation

Creating an infrastructure bundling entity would by no means obviate the need
for a full-strength infrastructure bank with lending authority, and it would not be
able to leverage nearly as much investment. But a bundling entity would produce
immediate benefits and help lawmakers recognize the beneficial role a full-fledged
bank could provide. CAP recommends that Congress take action to create this

entity as soon as possible and appropriate $10 million to fund its operation.

Expanding and better utilizing existing federal loan programs in
the short term

While getting a national infrastructure bank off the ground may take time,

there are still hundreds of vital projects throughout the country that need pub-

lic debt financing. The recent allocation of $1.7 billion to the Transportation
Infrastructure Finance and Innovation program over the next two years in the new
surface transportation bill is certainly a significant step in the right direction but is

insufficient on its own to meet national demand.

As aresult, CAP recommends restoring the Department of Energy’s 1705 loan
program, which invested $25 billion mostly in clean energy projects over two
years before expiring in 2011.>* The program should be extended for another 10
years and enabled to support $4 billion in lending authority. This could mobilize

up to $40 billion in additional investment, a CAP analysis found.*

Additionally, other underutilized loan programs should be encouraged to stream-
line their application and awards processes and utilize a greater percentage of their
lending authority to put the highest rate of available funds to work. Of the nearly
$124 billion available in FY 2010 for federal loans, loan guarantees, and lines of
credit, a recent CAP analysis found that only approximately $44 billion was actu-

ally disbursed.* One particular example of such underutilization can be seen in

21 Center for American Progress | Creating a National Infrastructure Bank and Infrastructure Planning Council



the Railroad Rehabilitation and Improvement Financing program, which has only
allocated a total of $1.3 billion in loans since its lending authority was extended to
$35 billion in 2005.%

Certainly, accountability and good judgment in the allocation process must be
maintained. In any given year it may not be feasible or responsible to disburse the
entirety of the funds legally available. But there is significant room for improve-
ment, and our existing system of infrastructure investment is far from tapping its
full potential. By expanding and better utilizing existing federal loan programs, at
least some progress can be made in repairing and modernizing America’s infra-

structure before a national infrastructure bank is established.
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Conclusion

For decades the United States has categorically underinvested in its infrastructure,
and it should come as no surprise that the consequences of this negligence are
finally coming home to roost. Locks and dams on inland waterways are falling
apart. Commuters and businesses alike are losing billions of dollars on congested
highways. And the nation’s electrical grids and drinking water systems are aging to
the point of failure.

Meanwhile, our competitors in the global economy have only ramped up infra-
structure investment and adopted ambitious national plans and targets. If the
United States is to remain internationally competitive, and our economy is to
return to its previous growth rates, then we have no choice but to repair and mod-
ernize our creaking infrastructure. Establishing a national infrastructure bank and

planning council could immediately help accomplish these goals.

To be sure, some commentators—including the Congressional Budget Office, in a
recent report—express concerns that there may not be enough suitable projects for
an infrastructure bank to finance, particularly in the realm of surface transportation.
The same report also notes that surface transportation support through an infra-
structure bank may ultimately be duplicative of existing federal loan and loan guar-
antee programs.®® But as we have established in this report, an infrastructure bank
could have an enormous impact in planning and financing the kinds of large-scale,
multimodal projects that create jobs and increase our economic competitiveness,

but which struggle to attract federal funding or leverage sufficient private funds.

Rather than focusing solely on surface transportation—Ilong a priority in con-
gressional appropriations—a national infrastructure bank would ideally be able
to finance complex investments that integrate transportation systems and enable
our ports, rails, roads, and waterways to operate more efficiently. Moreover, such
investments would leverage productivity gains throughout the economy by better
connecting improvements in related infrastructure sectors—energy and water

infrastructure, for instance.
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While the Congressional Budget Office report expresses concern that a sufficient
pipeline of such projects may not exist in the short term, Robert Puentes of the
Brookings Metropolitan Policy Program respectfully disagrees. In 2011 Brookings
“challenged public and private leaders to send us their ideas for innovative, trans-
formative investments. And the response was tremendous,” Puentes writes in The
New Republic.*® He points out, rightly, that not every project would make sense for
financing through a national infrastructure bank, but creating a national bank sends
a clear signal to the private sector and the rest of the world that the United States is
making bigger, smarter choices about infrastructure. A national infrastructure bank
is the missing link needed to connect private capital to the kinds of infrastructure

megaprojects most needed to boost economic activity and competitiveness.

Working in concert, a national infrastructure bank and planning council would help
increase and coordinate public investment and ensure that federal dollars go only

to deserving projects with substantial potential returns. By helping bridge the gap
between private investors and critical infrastructure projects, these institutions could
also attract billions of dollars in additional investments and help get promising but
complex projects off the drawing board. It is time to stop wasting taxpayer dollars on
a system characterized by inefficient formulas and disconnected decision making. It
is time to finally create institutions capable of providing Americans with the infra-

structure they need to compete, create jobs, and innovate.

Establishing a national infrastructure bank and national infrastructure planning
council makes economic sense and offers taxpayers the opportunity to multiply a
relatively modest investment into massive and meaningful gains nationwide. Only
by investing today can we hope to improve our prospects for tomorrow, and only
by establishing such institutions can we ensure that our investment achieves its
maximum potential. The stakes are simply too high to accept the status quo, and it

is past time for us to stop neglecting the very foundation of our economy.
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