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It is easy to see 
why bonds are 
attractive; the 
influx of revenue 
allows favored 
projects to be 
financed while 
minimizing, or 
in some cases, 
completely 
avoiding, tax 
increases.

To the Honorable Members  
of This Committee:

Ladies and gentlemen, thank you for 
the opportunity to testify today. My 
name is Michael Rathbone and I am 
a policy researcher for the Show-Me 
Institute, a nonprofit, nonpartisan 
Missouri-based think tank that supports 
free-market solutions for state policy. 
The ideas presented here are my own. 
This testimony is intended to provide 
reasons why the state should proceed 
cautiously with any bond issuance along 
with an analysis of different financing 
mechanisms for paying off those bonds.

The Risks With  
Any Bond Issuance

It is easy to see why bonds are 
attractive; the influx of revenue 
allows favored projects to be financed 
while minimizing, or in some cases, 
completely avoiding, tax increases. 
However, bonds are not free money. 
There are several factors worth 
considering before issuing new bonds:1 

•	The state has completed payments 
for the Third State Building Bonds, 
but the state is still paying off other 
bonds, including the Fourth State 
Building Bonds, Water Pollution 
Control Bonds, and the Stormwater 
Control Bonds.2 Before issuing 
more bonds, I hope that the state 
has determined it possesses the 
resources to fund its existing debt.

•	The state has large unfunded 
liabilities in its public employee 
pensions that it is obligated to meet 
in the future. For example, as of 
June 30, 2012, the Missouri State 
Employees Retirement System 
(MOSERS) faces an unfunded 
liability of $2,896,484,374.3  
The Missouri Highway and 
Transportation Employees’ and 
Highway Patrol Retirement System 
(MPERS) faces an unfunded 
liability of $1,775,245,058.4  
Officials will have to determine 
whether the state has the resources 
to meet these liabilities, which are 
required to be funded.
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•	Finally, debt financing is more costly 
than current tax financing because of 
added borrowing costs and interest 
expenses. If the state has the resources to 
finance these projects now, it would save 
the state money.

Other Items To Consider

Senate Joint Resolution 3 (SJR3) calls for the 
state to issue $950 million in bonds “for the 
construction, renovation, and rebuilding of 
buildings of institutions of higher education” 
and for other building projects not related 
to higher education, including at least $40 
million dedicated to the maintenance of 
parks and parks facilities.5

If there are areas of spending that can be 
avoided or minimized, then the required 
amount of bond issuances can be reduced. 
Lowering the initial principal will enable the 
state to save money from reduced interest 
payments and borrowing costs. 

First, public higher education institutions 
can already issue debt to finance capital 
improvements.6 If these institutions are in 
a position where they can issue bonds, they 
should be asked to do so.7 Doing so will 
shift the burden of repaying that debt to the 
institutions and away from the taxpayer. 

Additionally, where possible, pursuing 
public-private partnerships would reduce 
(if not eliminate) the state’s financial 
commitment to the maintenance of parks 
and parks facilities.8

Some have suggested that issuing these bonds 
would serve as a form of economic stimulus.9  
While the state does have an interest in 
maintaining public goods such as roads and 
bridges, this bond issuance should not be 
treated as a jobs program or an economic 
stimulus. Some temporary jobs might 
result from the enactment of these projects; 
however, that does not mean that these 
projects should be viewed as jobs programs.

According to Hoover Institution Fellow John 
F. Cogan and economist John Taylor, in their 
analysis of the 2009 American Recovery 

and Reinvestment Act, “The implication 
of our empirical research … is not that the 
stimulus of 2009 was too small, but rather 
that such countercyclical programs are 
inherently limited. The lesson is to beware 
of politicians proposing public works and 
other government purchases as a means to 
stimulate the economy. They did not work 
then and they are not working now.”10 If 
government borrowing and spending did not 
work to stimulate the economy then, why 
would government borrowing and spending 
work now?11 The state has legitimate reasons 
to issue bonds; using the bonds as jobs 
projects is not one of them.

Financing Capital  
Improvement Projects

Policymakers maintain that SJR3 can be 
enacted without any tax increases.12 If 
so, that is a point in its favor. However, 
Senate Joint Resolution 16 (SJR16), which 
deals with highway and road construction, 
institutes a 1-cent sales tax that would 
expire after 10 years.13 The state estimates it 
could collect up to $700 million a year in 
additional revenue with this proposed tax 
hike.14 

While a sales tax is not the most destructive 
tax a state can impose, there are better 
financing mechanisms available if the 
state were to pursue improving roads 
and bridges.15 The first option worthy of 
consideration is public-private partnerships.

In 2008, the Show-Me Institute released 
a policy study examining options that 
public-private partnerships facilitate in 
addressing Missouri’s transportation needs.16 
Before instituting a sales tax increase, it 
would be worth considering whether these 
partnerships can deliver needed services 
without forcing the state into debt. Tolling 
has worked for the Lake Ozark Community 
Bridge, and it can work as the primary 
foundation of larger projects. 

 Increasing the gasoline tax is another option. 
When possible, the people who consume 
public goods should be the ones to primarily 
pay for them.17 The more one drives, the 
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more gas is consumed, and thus that person 
pays more taxes. On the other hand, a 
general sales tax increase treats people who 
rarely drive, and thus rarely use roads, the 
same as people who drive frequently and for 
extended periods. 

Also, the gasoline tax in Missouri is relatively 
low compared to other states. According 
to the American Petroleum Institute, as 
of January 1, 2013, Missouri had the 
sixth-lowest gasoline tax in the nation.18 
An increase in the gas tax to fund roads is 
preferable to a sales tax, even if the increase 
needs to be fairly large to fund the necessary 
projects. 

There are fair questions about the 
effectiveness of gas taxes to capture revenue 
as cars become more gas-efficient. Thus, the 
state could consider increasing the annual 
automobile registration fees to fund these 
projects as well. 

Conclusion

Bonds can serve a legitimate public purpose 
by financing needed improvements to 
public goods. However, before increasing its 
liabilities, the state should weigh the costs 
and benefits to undertaking such an action. 
I have illustrated several areas where the state 
could (1) reduce the amount of the state’s 
obligations for financing desired projects, 
and, (2) better finance any of the projects it 
undertakes. Hopefully, the state will consider 
these options and only issue bonds and debt 
that are truly necessary for the state. 
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Join the fight for liberty in our state. 
Become a Show-Me Institute supporter:  
www.showmeinstitute.org/donate
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